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For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 
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Canada Life Branch. 
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For busy people... 


a made-to-order investment program 


All across Canada lawyers, doctors, businessmen and other 
busy people are finding that Investors Mutual 


is the best investment for them! 


Through Investors Mutual you can 
become part-owner of more than 100 
diversified securities offering reason- 
able dividend income and the possi- 
bility of excellent capital gain. 

And professional management by 
skilled specialists gives you complete 
freedom from the worries and respon- 
sibilities that usually go with investing. 


4 other ways Investors can help you 
in money management. 

For long-term capital gain through a 
portfolio concentrated in common 
stocks, Investors Growth Fund is re- 
commended. 

For building a cash reserve — Inves- 
tors Syndicate Certificates provide a 
systematic method of accumulating 
guaranteed amounts of money over a 
period of years. 


To save you tax dollars on your Re- 
tirement Plan — Investors offers three 
types of tax-deductible Registered Re- 
tirement plans: (1) fixed interest; (2) 
equity; (3) combined fixed-interest 
and equity. 

Low-cost Group Pension Plans. With 
Investors Trust Company, Investors 
Syndicate offers complete facilities for 
the installation, administration and 
investment management of low-cost 
Trusteed Group Pension Plans. 


See your Investors Syndicate repre- 
sentative, “Your best friend finan- 
cially.” 


Investors 
mutual 


Oo F CANADA tro. 


MANAGED AND DISTRIBUTED BY INVESTORS SYNDICATE OF CANADA, LIMITED 


Head Office: Winnipeg 
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Bonds and Shares 


-..to Buy?... to Sell? 


When you are considering the investment of 
savings, or are wondering about the wisdom 
of buying or selling a specific security, write 
or telephone our nearest office. 


You will be provided with investment facilities 
in both bonds and shares and our Research 
Department will assist by providing information 
on individual securities. 


Inquiries are invited. 
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IN THIS 


D. I. W. BRAIDE (page 187) 

The techniques of scientific man- 
agement are being increasingly publi- 
cized, and sales forecasts in business 
planning form a strong link between 
the external influences on a business 
and the internal factors which are 
determined by a number of specific 
management decisions, As David I. 
W. Braide points out in his article 
“Sales Forecasting”, the sales forecast 
is only one ingredient in the complex 
process of management decision mak- 
ing and cannot be isolated from the 
many other aspects of business plan- 
ning. On the other hand, if it is view- 
ed as a measure for past perform- 
ance and a guide to possible future 
developments, the sales forecast can 
make an important contribution to 
the formulation of business strategy. 

Mr. Braide is economic studies 
manager, Canadian Industries Limit- 
ed. He joined the company in 1949 
after receiving a B.A. in economics 
and political science from the Uni- 
versity of B.C., and a M.A. in eco- 
nomics from the University of Toron- 
to. He is chairman of the Moneco 
Forum and a member of the Cana- 
dian Political Science Association, the 
Montreal Economics Association, the 
National Association of Business 
Economists, and the American Eco- 
nomic Association. 


H. J. CROFTS, C.L.U. (page 211) 
Readers of The Canadian Chart- 
ered Accountant hardly require to be 
told that the need for a cooperative 
professional approach to estate plan- 
ning cannot be emphasized too 
strongly. Because of the various 
ways in which insurance may be pur- 
chased or used, the advice of a life 
underwriter should be obtained and 
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in “Life Insurance in Estate Plan- 
ning — 1”, Howard J. Crofts discusses 
some of the many applications of life 
insurance in solving the problems of 
liquidity, retaining and securing com- 
petent management and creating a 
market for a business interest. 

Mr. Crofts is a partner of Elder, 
Donaldson & Crofts, and his article 
has been written jointly with An- 
drew Elder and David Donaldson 
with whom he has been associated 
for 15 years prior to forming their 
present firm in 1958 to specialize in 
estate planning and employee benefit 
plans. He entered the field as a life 
underwriter in 1939 with the London 
Life Insurance Company and is well- 
known as a speaker and writer on 
business life insurance and estate 
planning. In the next issue Mr. Crofts 
will continue his discussion on estate 
planning, dealing with buy-sell agree- 
ments funded by life insurance and 
different methods of the ownership 
of life insurance from a tax stand- 
point. 


B. H. BURNS, C.A. (page 193) 

Shopping centres are a relatively 
new type of real estate operation and 
after 10 years of heavy activity, those 
involved in this field are still facing 
serious problems. Readers interested 
in a review of the subject may wish 
to turn to Bruce H. Burns’s article 
“The Economics of Shopping Cen- 
tres” in which he concerns himself 
with five of the major stages in this 
type of development which, if proper- 
ly coordinated, can result in a suc- 
cessful operation. He is also con- 
cerned with the accounting features, 
tax implications and other aspects of 
financing, which are vital to any un- 
dertaking when it comes to assessing 
the value of the land. If a shopping 


Continued on page 174 
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J. H. O'Neill, Purchasing Agent, 
Trane Company of Canada Ltd. 


The Trane Company of Canada Lim- 
ited, manufacturer of heating, air con- 
ditioning and ventilating equipment, has 
realized impressive savings in time and 
costs through a new method of handling 
small purchases. In effect, this means 
that Trane can buy for less. 


The key to the system is a specially de- 
signed 5-part ‘Limited Value’ Purchase 
Order form. Its use eliminates typing 
and processing their regular 10-part 
purchase order when sums of less than 
$25 are involved. It lets Trane’s pur- 
chasing agents side-step some of the 
routine operations required for larger 
purchases, with no loss of control. 


With a single writing, the form pro- 
duces the documents for all departments 
affected by the purchase. Part 1 consists 
of the purchase order and the actual 
cheque. Suppliers like this: each Trane 
order is a cash sale for them. Parts 2, 
3 and 4, as a set, are first used as a 
control by the receiving department. 
When the receipt of goods is verified, 
Part 2 becomes the Audit Copy, Part 3 
a medium for material control, and 
Part 4 accompanies the goods as a stock 
record and inventory control. Part 5 is 
retained by the Purchasing Department 
as a record of cheques issued. 


The basic advantages of this system 


Build control with 


CONTROL AT TRANE 





“Moore forms save 
us *3000 a year 


in purchasing” 


are its simplicity, its increased speed, 
and its absolute accuracy. From begin- 
ning to end there is only one manual 
typing step; there are no invoices from 
suppliers; and all records are carbon 
copies of the original order. The Pur- 
chase Order cheque is a Moore Speediset 
—the company’s control in print. 

“We credit the benefits we’ve gained 
through this system to the Moore man’s 
knowledge and experience in this field,” 
says Mr. J. H. O’Neill, Purchasing Agent 
of the Trane Company. For more details 
on this and other Moore systems, con- 
tact the nearest Moore office. 

TARNE Company oF cenawa [ 


when ated 






MoorE BusINEss Forms Ltp.*—856 St. James St. 
West, MONTREAL ¢ 7 Goddard Ave., Toronto 15 
¢ 711 Erin Street, WINNIPEG + 296-12th Ave. East, 
VANCOUVER. Over 300 offices and factories through- 
out Canada, U.S., Mexico, Cuba, Caribbean and 
Central America. 


eS 


Division of Moore Corporation, Limited be 


MOORE BUSINESS FORM 
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iS EXPERT, TOO! 


@ Yes, in planning a man’s 

estate, the life insurance agent can 
work closely with the lawyer, the 
accountant and the trust officer 

in providing the client with the best 
possible advice. For every estate 
needs dollars that will be immediately 
available to meet death taxes and 
other expenses attending death and so 
preserve the other assets of the 
estate. These are the dollars which 
life insurance can provide. 

And remember, when you are 

dealing with the Sun Life, you are 
dealing with one of the world’s 

great life insurance companies. 

Sun Life maintains 150 branch offices 
in key centres in Canada and the 
United States, with agency 
representation from coast to coast. 
With a wide variety of up-to-date policy 
plans, and with highly qualified 
representatives, Sun Life is in a 
position to offer the very finest in 

life insurance service. 


SUN LIFE ASSURANCE COMPANY OF CANADA 


HEAD OFFICE. MONTREAL 


Continued from page 172 


centre is successful, the land on which 
it has been built will be worth many 
times its original value; on the other 
hand, it could be worth nothing if the 
project was an unprofitable one. 


Mr. Burns is assistant general man- 
ager and comptroller of Don Mills 
Developments Limited with whom he 
has been associated for the past three 
years. He was formerly assistant 
secretary of the Premier Trust Com- 
pany, Toronto. He was admitted to 
membership in the Institute of Chart- 
ered Accountants of Ontario in 1950. 


W. W. MUIR (page 198) 

“Ideally, organization planning and 
management salary administration 
should go along hand in hand, and a 
case can be made for making both 
the continuing responsibility of the 
same executive.” In a lead article 
under the title “Management Salary 
Administration” Wallace W. Muir, 
who established his own consulting 
business in Ottawa in 1953 under the 
name of W. Wallace Muir & Associ- 
ates Limited, shows how this ap- 
proach can be made to the problems 
of better salary administration and 
be consistent with effective organiza- 
tion planning. The author has had 
considerable experience in the field 
of salary administration, labour rela- 
tions and management recruiting, and 
his firm specializes in these subjects. 
Mr. Muir graduated from Queen’s 
University in 1938, and after serving 
overseas during World War II, he 
returned to Queen’s to study indust- 
rial relations. From 1946 to 1952 he 
was associated with Ford of Canada 
as executive assistant to the vice- 
president, industrial relations. He is 
a member of the Advisory Council, 
School of Commerce and Administra- 
tion, Queen’s University and a mem- 
ber of the Editorial Advisory Board 


Continued on page 176 
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REPETITION? 


Operator boredom and fatigue cause errors 
and cost time. Friden ‘Tape-Talk’ systems 
eliminate human errors, cut time costs and 
increase output without additional personnel. 
Each Friden machine punches a tape as an 
automatic by-product of all data typed, 
providing a running record for automatic 
handling of almost every figuring and com- 
municative routine. Invoicing and costing can 
be automatic, repetitive typing eliminated, 
accuracy assured. Any business large enough 
to get behind in paper work can benefit with a 
Friden ‘Tape-Talk’ system. For information 
call— 

JOSEPH McDOWELL SALES LIMITED 
36 Mobile Drive 

Toronto 16, Ontario 

PLymouth 9-4121 


Sales and Service across Canada 





Continued from page 174 

of Office Equipment and Methods. 
His article is an attempt to set out the 
reasons for systematic management 
salary administration; he gives a 
description of the techniques used 
and offers some words of caution on 
the limitations imposed by any forma- 
lized plan. 


F. T. McKINNEY, F.C.LS. (page 203) 


During recent years Canadians 
have become more investment-mind- 


=" ae ed, and the number of persons hold- 
Aly ae ing shares in public companies has 


increased enormously. As a result, 
company annual meetings have at- 
oe tracted more interest and larger at- 
ee tendance than in years gone by, says 
and bookkeeping costs and avoid credit es Be (Bill) McKinney. The annual 
EE meeting of a large corporation is in 
Ui many ways a unique type of assembly 
— and the company secretary, who is re- 
— sponsible for the arrangements, is the 
focal point of contact between the 
company and the shareholders. Re- 
garding his article on “How to Pre- 
pare for Corporate Meetings”, Mr. 

McKinney told the Editor: 


“While every member of top 
management in a company is vital- 
ly concerned with the presentation 
of the annual meeting, the account- 
ant makes a special contribution. 
He is more than a reporter of fig- 
ures; his responsibility goes deeper, 
and it is his presentation of the 

year’s activities, through the finan- 
ea aeaaTE cial statement, which gives the 
en shareholders their true picture of 


PHONE OR WRITE the company’s operations.” 


The author has been associated 

with McIntyre Porcupine Mines 

Limited for the past 25 years and 

since 1955 has been secretary of the 

company. He is a fellow of the 

Chartered Institute of Secretaries and 

AETNA FACTORS immediate past chairman of the Tor- 
Os Shue a 5 ecient Ae onto Chapter. He is also an associ- 


accounts receivable 


: ‘ight bee e 8 : 0B aa ate of the Canadian Institute of Min- 
' . ing and Metallurgy. 
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For report ov 
CANADIAN BUSINESS 


it’s ‘MY BANK «= MonTH BY MONTH... You can keep 


10 2 MILLION CAMADIANS 


abreast of the Canadian economy by reading 
the B of M’s Business Review. Only four 
pages, it combines detailed surveys of indus- 
tries and regions, with over-all analyses of national business trends. 





Ask for your free copy at any of our 800 offices 
across Canada. Or simply write: Business Devel- 
opment Department, Bank of Montreal, P.O. 
Box 6002, Montreal 3, P.Q., and have your 
name added to the permanent distribution list. 





Bank or MonTREAL 
Canadas First Bank 


working with Canadians in every walk of life since 1817 


Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domrnon Securrmes Gren. Limirep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 





NOTES AND 


Conference in Cuba 

The Fifth Inter-American Account- 
ing Conference will be held in Ha- 
vana, Cuba from November 12 to 20. 
While the Canadian Institute of 
Chartered Accountants is not a mem- 
ber of the conference, we have been 
invited to send an observer, and the 
Executive Committee of the Institute 
has asked D. R. Lukin Johnston, 
F.C.A. of Vancouver to undertake 
this responsibility. _ Anyone wishing 
to attend the conference will be wel- 
come, and registration forms can be 
obtained by writing to the Institute. 
Fluency in Spanish or Portuguese is 
desirable. 


Bank Confirmation Forms 

The standard bank confirmation 
form in use since 1946 has been re- 
vised, and the new form will be avail- 
able by early October. Both the first 
and second sheets will now be of 
identical size, to eliminate the diffi- 
culty experienced in inserting the old 
form in a typewriter. The position 
of the name and address of the bank 
has been changed slightly to corres- 
pond with the window of a standard 
window envelope. There are also 
small technical changes in wording, 
and more space has been allowed in 
the boxes. 


Our Olympic Representatives 

Canada’s 1960 Olympic team in- 
cludes two chartered accountants. 
William Burgess of Vancouver is 
competing among the yachtsmen in 
Rome, and William Parish of Hamil- 
ton is the team’s treasurer. 


Committee Meetings 
August 4-6 — Sub-Committee on 
Long-Range Educational Planning; 


COMMENTS 


chairman, W. F. Martin; in Toronto. 

September 2 — Committee on Pub- 
lic Relations; chairman, R. D. Mac- 
kenzie; in Toronto. 


New Management Course 


A new evening course designed for 
experienced executives is being offer- 
ed this year by the School of Busi- 
ness of the University of Toronto. 
Called “Management of the Enter- 
prise”, the course will give executives 
an opportunity to discuss general 
management problems with special- 
ists in several fields and colleagues in 
other industries. It will be under the 
direction of Ralph Presgrave, vice- 
president of York Knitting Mills Ltd. 
and a special lecturer on the School 
of Business staff. 

The course is one of six offered by 
the School, the other five being along 
more specialized lines. All courses 
consist of 20 weekly evening classes, 
each two hours long, running from 
mid-October to March. Registration 
closes September 30. 


External Trade 

Canada’s domestic exports in the 
first half of 1960 reached a record 
value of $2,541,000,000 larger by 8.4% 
than last year’s total of $2,344,500,000. 


Brochure on Incorporation 


“Incorporation and Income Tax in 
Canada” is the title of a useful 34- 
page brochure by G. W. Riehl, C.A., 
R.LA. which has just been published 
by CCH Canadian Limited, 1200 
Lawrence Ave. W., Toronto 19, Ont. 
The author sets out the tax implica- 
tions of incorporation for small or 
medium-size businesses, and also con- 
siders such pertinent factors as right 
to contract, limited liability, transfer- 


Continued on page 180 
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Communications direct to your desk 
FROM ANYONE... ANYWHERE...IN ANY FORM 
THROUGH THE LINES OF YOUR TELEPHONE COMPANY 


Of course—nobody’s desk looks like 
this. BUT— 

To make decisions, you need facts. You 
need them fast—and often, you need them 
on paper: inventory and production figures; 
shipment records; sales trends; operating 
costs ... and you can get them all, instantly, 
accurately via telephone lines. 

These ‘lines’ consist of the cables and 
microwave channels built and operated by 
your Telephone Company and The Trans- 
Canada Telephone System*. Just as they 
carry your voice, these lines carry any other 


*THE TRANS-CANADA TELEPHONE SYSTEM 


v 


links Canada’s ten provinces through the facilities 
of the eight major Canadian telephone companies, 
providing the only complete nationwide telecom- 
munications network for every communications 
need and connecting with telephone companies 
throughout the continent and abroad. 


form of communication—written words, 
pictures, computer data, telemetered in- 
formation, impulses to control machines 
and equipment—to and from any place, 
wherever there is a telephone... 


Telecommunications in all forms are the 
very core of your Telephone Company’s 
experience and know-how. If you’re looking 
for faster, more accurate control over your 
operations than you have now, let a com- 
munications analyst give you the full story. 
No obligation, of course—just call YOUR 
TELEPHONE COMPANY. 





The Avalon Telephone Company, Limited e Maritime Telegraph and Telephone Company, Limited 
The New Brunswick Telephone Company, Limited. ¢ The Bell Telephone Company of Canada 
Manitoba Telephone System e Saskatchewan Government Telephones 

British Columbia Telephone Company 


Alberta Government Telephones e 
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Continued from page 178 


ability of shares and the raising of 
capital. Price of the brochure is $1.00. 


Canadian Conference on Education 
The Canadian Conference on Edu- 
cation has prepared a publication en- 
titled “Education for Canada’s Fu- 
ture”, copies of which are available, 
without charge, by writing to the 
Canadian Conference on Education, 
85 Sparks St., Ottawa. The brochure 
concerns the second Canadian Con- 
ference to be held in 1962, the study 
program which has been planned for 
it and some developments in areas 
discussed at the 1958 conference. 


AICPA Conference 


The 1960 conference of the Ameri- 
can Institute of Certified Public Ac- 
countants will be held from Septem- 
ber 25 to 28 at the Bellevue Strat- 
ford Hotel, Philadelphia. 


In the News 

E. L. Hamitton, C.A. (Que.), 
vice-president, Canadian Industries 
Limited, has been elected vice-presi- 
dent of the Controllers Institute Re- 
search Foundation. Mr. Hamilton 
has been active in the Controllers In- 


stitute since 1950 and is now vice- 
president of the north-eastern area. 


Dr. E. D. MacPuee (honorary 
member of the B.C. Institute) has re- 
signed as Dean of the Faculty of 
Commerce at the University of British 
Columbia to become assistant to the 
president in charge of finance and ad- 
ministration. Dr. MacPhee will be 
succeeded as Dean by Dr. G. N. Perry 
who has been assistant director of the 
World Bank, Washington, D.C. 


J. T. Biacx, C.A. (Que.) has been 
elected president of the Montreal 
Control of Controllers Institute of 
America. 


CURRENCY EXCHANGE RATES 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., July 29, 1960: 

Australia (pound) 2.19%; Belgium 
(franc) .0199; Denmark (kroner) .1424; 
France (franc) .1999; Germany (d. mark) 
.2347; India (rupee) .2062; Italy (lira) 
.0016; Mexico (peso) .0783; Netherlands 
(guilder) .2596; New Zealand (pound) 
2.73%; Norway (kroner) .1374; Sweden 
(kronor) .1893; Switzerland (franc) .2275; 
Union of South Africa (pound) 2.74%; 
sterling in Canada, 2.73%-2.74%; sterling in 
New York, 2.80%-2.81%; U.S. dollars in Can- 
ada 2%-2% discount. 


ASSISTANT TO ADMINISTRATIVE PARTNER 


The Job... 

With the Toronto Office of an 
International Public Accounting firm. 
To plan, allocate, measure and control 


staff utilization. To administer and 


organize staff recruiting and training 
programmes. Responsible for 
administration of office services and 
secretarial staff. Excellent future 
opportunity. Salary $7000 to $9000. 


Please Reply in Confidence to 


The Man... 

Chartered Accountant and University 
graduate. Age range 30-35. Experience 
with a large National firm of Chartered 
Accountants desirable. — 
experience, writing, public speaking, etc. 
would be helpful. An aggressive but 
friendly personality with ability to 
inspire confidence and provide leadership 
would be essential attributes of the 
successful candidate. 


PAYNE-ROSS LIMITED, 250 University Avenue, Toronto 1, Ontario 
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Portfolio Management 


Accounts entrusted to our care are kept under con- 
stant supervision by our Portfolio Department work- 
ing in close conjunction with our Research staff. 


This service includes st reviews and 


valuation of holdings. Clients are kept informed of 
important financial and corporate developments 
which affect their interests. 


Your enquiries are invited 


Greenshields & Co Ine 


507 Place d’Armes, Montreal 


MONTREAL TORONTO NEW YORK QUEBEC 
OTTAWA WINNIPEG SHERBROOKE LONDON 





THE NEW 360 


Any member of your staff can oper- 
ate a GESTETNER Duplicator quickly 
and easily — can produce print-like 
copies in any quantity—with worth- 
while saving of both 
time and money. 


Balance Sheets, Operat- ee See 


zi Portfolio of 

ing Statements, Reports, Specimens of 

Charts—as well as Work Gestetner work 
applicable to 


Sheets and other Internal 
Forms—can all be repro- t to Gute 
duced clearly and econe- Accountant. 
micatly. The new 300 |... 
Series of GESTETNER 

Duplicators is outstanding for trouble- 
free operation, and there is a model 
to suit every need and every budget. 


GESTETNER (CANADA) LIMITED 
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Toronto, Ont., 
August, 1960 


Sir: It is not often that one can take issue 
with any of the material in your excellent 
publication or in The Harvard Business Re- 
view, but it seems to me that the quotation 
from “The Administrative Fallacy” by 
David McCord Wright (on page 133 of the 
August 1960 issue) contains at least two 
erroneous conclusions besides being an un- 
warranted slur on personnel directors and 
human relations people as a whole. 

The incorrect conclusions or assumptions 
appear to be: (a) an organization which 
has reached the point of complete defini- 
tion and clarification of every position can 
only attain this goal through the sacrifice 
of individual initiative and capacity of the 
organization structure to change; and (b) 
a formal statement of the organization 
freezes the status quo at this point of time 
and renders it unresponsive to subsequent 
inward or outward pressures. 

Mr. Wright is tilting at windmills. Hu- 
man nature being what it is, the dream or- 
ganization which he fears so strongly is no 
more attainable than the economist’s con- 
cept of general equilibrium. At the same 
time, the efforts of personnel managers and 
organization planners deserve a better in- 
terpretation than he has granted them. 
Lines of authority are not intended to be 
“chains”, and rigidity or lack of flexibility 
are certainly not the goals of any sound 
organization planning program. 

J. W. Van, C.A., R.LA. 


Southport, Conn. 
August 2, 1960 


Sir: On page 147 of your August issue I 
find the following paragraph: 
“This passage makes clear the point most 
emphasized by American writers, name- 
ly, that accounting principles include not 
only the concepts or rules of general 
application but also the detailed pro- 
cedures involved in applying them to 
specific situations.” 
As chairman of the committee which 
first recommended the use of the words 


“accounting principles” in the standard 
audit report in 1934, I suggest that this 
statement, however widely made, is un- 
founded. 

There is no procedure by which a change 
in or an addition to accepted accounting 
principles can be made effective without 
formal submission to the membership and 
its adoption thereby. There has been no 
Committee on Accounting Principles since 
1935; there has been only a Committee on 
Accounting Procedures, and the chairman 
of that committee said in an affidavit dated 
May 4, 1959: 

“As stated at p. 9 of the Introduction to 
Accounting Research Bulletin No. 43 
(1953) . except in cases in which 
adoption by the Institute membership 
has been asked and secured, the au- 
thority of opinions reached by the Com- 
mittee rests upon their general accept- 
ability by members of the profession and 
upon no other basis.” 

No such adoption has occurred since the 
issue of the first bulletin in 1939. The 
present Board of Accounting Principles is 
a new creation. 

I might add that the original report of 
1934, which was approved by the member- 
ship, contemplated that principles would be 
laid down only as the result of cooperation 
with other bodies and not by unilateral ac- 
tion of the Institute. 

GerorcE O. May, C.A. 


East London, Cape Prov., S.A. 

July 18, 1960 

Sir: While walking through the library of 
the University of South Africa in Pretoria, 
I happened to see your Journal. Being an 
articled clerk to an accountant, and thus 
very interested in such a journal, I picked 
it up and started reading through it. I 
was very impressed by some of the articles 
which you published. May I ask you to 
be so good as to inform me as to how 
much I would have to subscribe annually 
to receive The Canadian Chartered Ac- 


countant. 
L. Horert 
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: DO YOU KNOW? 


Questions 


1. An ‘ordinary beneficiary’ named in an insur- 
ance policy may become a ‘preferred bene- 
ficiary’ by marriage to the assured. 


ng 
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2. A wife ceases to be a preferred beneficiary 
under an insurance contract as a result of 
divorce. 


3. The interest of a preferred beneficiary under 
a contract of life insurance can be revoked 
by the insured. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onjederation Life 


ASSOCIATION 


Answers 
1. True 


2. True, but divorce must have been granted by the Court 
of the husband’s domicile or have been granted at the 
suit of the beneficiary. 

3. True, but only in favour of another preferred beneficiary. 


(These answers are based on the Law of the Province of 
Ontario.) 
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Saving Time... 





This is the age of speed . . . we find it in travel... in new 
manufacturing processes ... in “paper work”... and in 
a multitude of ways to get things done faster . . . and 
better. In most cases saving time can be an advantage, 
but there are exceptions. One exception is the planning of 
an investment program. Here, too much speed might be 
harmful. To prepare an investment program suited to 








your needs requires careful planning. 





Because each person’s requirements are different, in- 
vestment becomes a personal matter, a matter which 
should only be dealt with carefully and, preferably with 
the help of experienced people. 






Providing investment advice is an important part of 
our business. If you would like us to help you design an 
investment program ... or to select securities for your 








present program, we may be able to save time for you 
but, more important, we think we can help you do a 






better job. 





Experienced people in each of our offices will be happy 
to discuss your investment problems with you in person, 


or by mail, whichever is more convenient to you. 





A. E. Ames & Co. 
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Editorial 


THE INSTITUTE YEAR 


Ir 1s EVENT from the 1959 report of the Canadian Institute of Chart- 
ered Accountants, which was published last month, that the Institute 
continues to prosper and show steady progress. The latest statistics 
of the membership and the finances of the Institute are certainly en- 
couraging. The number of members as of April 30 of this year was 
9,107, an increase of 555 over the number at April 30, 1959. Regis- 
tered students of the ten Provincial Institutes at the same period 
totalled 4,929 or 181 more than in the previous year. 

The operating statement of the Institute showed an excess of in- 
come over expense of $16,799 as against $21,989 for the previous 
year. Sales of publications, amounting to $39,270, accounted to a 
large extent for the eminently satisfactory results. The accumulated 
surplus now stands at $77,019. 

The activities of the Institute in 1959 followed much the same 
pattern as in previous years. The Accounting and Auditing Research 
Committee maintained a high level of activity, and a number of im- 
portant projects on which it has been working are nearing complet- 
tion. During the year Research Bulletin No. 17 was issued recom- 
mending a revised form of audit report, the principal change being 
the requirement of a definite statement of conformity with accounting 
principles and consistency in their use. The committee sponsored, 
also, the third edition of “Financial Reporting in Canada” — a 1955 
and 1957 best-seller — and “Mining Accounting in Canada”. Another 
important project which the Institute undertook was the production 
of a 12-page catalogue of Institute publications. It provides complete 
information on books, brochures, pamphlets and bulletins published 
by the Institute and should be welcomed by those who want to keep 
abreast of its growing list of publications. The second area of activi- 
ty — keeping close watch on current tax legislation, which is a per- 
ennial one — was the joint brief submitted to the Federal Govern- 


185 





ment in February by the Taxation Committee and the Canadian Bar 
Association. Several of the budget proposals for this year can be re- 
lated to the recommendations contained in the brief, and while none 
of the amendments is of major importance, the proposed compre- 
hensive study of “designation of surplus” under the Income Tax Act 
may result in the simplification of the taxation of surplus and, if it 
does so, would be an important achievement. 

The progress of the Sub-Committee on Long-Range Educational 
Planning and the Committee on Continuing Education which were 
set up last year has been watched with particular interest. The aim 
of the Institute to induce young people of higher education to become 
chartered accountants is reflected in the report of the former com- 
mittee which has recommended that by 1970 prospective entrants to 
the profession should be university graduates. The emphasis, how- 
ever, is not only on a superior standard of general education before 
entering the profession. The Institute also attaches great importance 
to a high standard of practical training after a chartered accountant 
has received his certificate. An ambitious plan has been recom- 
mended by the Committee on Continuing Education which was ap- 
pointed to study the question, and an initial appropriation of $30,000 
was authorized this spring as a first step in implementing the pro- 
gram. The 23-page report presents a new outlook on professional 
training and development and recommends, among other things, that 
the Institute, in conjunction with the Provincial Institutes, should un- 
dertake a formal program of continuing education, the main em- 
phasis being placed on short courses at which specialized subjects of 
interest to chartered accountants in public practice, industry and gov- 
ernment would be presented. 


During his year of office Mr. J. G. Duncan, F.C.A., president of 
the Institute, visited the Provincial Institutes, as his predecessors have 
done, and had informal discussions with members on problems of con- 
cern to the profession. In addition, Mr. J. A. Wilson, F.C.A., first 
vice-president, visited New Zealand and Australia to attend the Asian 
and Pacific Accounting Conference which was held in Canberra 
and Melbourne. Reporting on his travels, Mr. Wilson made some 
pertinent remarks to the effect that Canadian accountants should be 
more in evidence at such gatherings, as the Canadian Institute has 
much to gain from being represented at international conferences and 
can also make a definite contribution to them. 

It is impossible to overrate the importance of the Institute’s con- 
tinuing contributions to the accounting world in the fields of research, 
business literature, education and professional development, to name 
but a few. A great deal of time and thought is devoted to these mat- 
ters by those serving on both national and provincial committees, and 
their work promises well for the future of the profession and for the 
Institute which enters another year with renewed vigour and con- 
fidence. 
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Sales Forecasting 





DAVID I. W. BRAIDE 





THE POSTWAR YEARS have seen a 
growing recognition of the possibili- 
ties of so-called “scientific manage- 
ment”. While this development has 
important implications for the operat- 
ing efficiency of individual firms and 
of the economy as a whole, many of 
its potential benefits are still unrea- 
lized even in companies that have 
made a deliberate attempt to adopt 
the techniques involved. The rea- 
sons for limited success are numerous 
and complex, and vary widely from 
firm to firm or industry to industry. 
A frequent source of difficulty, how- 
ever, lies in the tendency to treat the 
various components of the scientific 
management concept separately, in- 
stead of integrating them into an 
overall plan to improve the decision- 
making process. One of the most im- 
portant of these components is the 
sales forecast, and it is the purpose 
of this article to suggest an approach 
that may help in cases where a sales 
forecasting program is being contem- 
plated or reviewed. 

It should be made clear at the out- 
set that no attempt is being made 
to provide a practical manual of sales 
forecasting. The techniques involved 
are for the most part readily avail- 
able in published form for those who 
are interested in using them, and can 
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be covered only in general terms in 
this article, which is devoted chiefly 
to the questions of the role, scale and 
organization of the sales forecasting 
function. The discussion is narrowed 
further by restricting it to short-term 
sales forecasting, i.e. up to a maxi- 
mum of about 18 months. Finally, 
the suggested approach will be ap- 
plicable mainly to the industrial corp- 
oration, although many of the prin- 
ciples set out in this article will be 
also relevant in other lines of ac- 
tivity. 

The basic principles of the sug- 
gested approach to sales forecasting 
can be summarized as follows: 


1. Sales forecasting should be treat- 
ed primarily as a decision-making 
function. 
The sales forecasting function 
must be properly integrated with 
the other phases of sales plan- 
ning, with particular attention 
being paid to the relationship be- 
tween its staff and line organiza- 
tion aspects. 

3. The scale, term and nature of the 
sales forecasting effort should be 
specifically tailored to the require- 
ments of each case. 

4. The fact that the sales forecast 
will almost invariably be wrong to 


bo 
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some degree should be recognized 
and allowed for. 


A Decision-Making Function 


A sales forecast is a waste of time 
unless it leads to improved business 
decisions. The significance of this 
rather obvious statement is apparent 
when the sales forecasting function 
is viewed as one step in the process 
of planning. The chief purpose of 
planning is to minimize risk, first, by 
isolating the uncertainties that exist 
in the firm’s outlook; secondly, by 
measuring and analyzing these uncer- 
tainties (preferably after stating them 
in quantitative form); and _ finally 
by “optimizing” the firm’s activities in 
terms of the conditions which it seems 
likely to encounter in the future. The 
uncertainties with which this process 
is concerned lie mainly in those areas 
that cannot be readily controlled by 
the firm itself, such as borrowing 
costs, raw material prices, taxes and 
the size of the total market for the 
item being considered. The last or 
decision-making stage is concerned 
with how best to vary the internal 
factors over which a decisive influ- 
ence can normally be exerted — the 
advertising budget, selling prices and 
effort, employment, operating rates, 
and so on. The sales forecast can 
only be arrived at after these deci- 
sions have been made. 


It follows that difficulties will tend 
to arise if undue emphasis is placed 
on the first two stages of the plan- 
ning process to the detriment of the 
final stage. The last calls for deci- 
sions concerning the extent to which 
future sales levels should be deliber- 
ately influenced, by altering selling 
prices or the advertising budget for 
example, so as to maximize profits or 
contribute to the firm’s operating ob- 
jectives in some other way. Also 


eliminated will be one of the chief 
potential benefits of a properly orga- 
nized sales forecasting program, 
namely, the regular opportunity it 
should provide for assessing the im- 
pact of various marketing policies on 
sales and profitability. This benefit 
can be obtained regardless of whether 
the ultimate sales forecast is accur- 
ate or not. 


The burden of the foregoing is that 
sales forecasting in the abstract, and 
simply for the sake of estimating 
what sales are going to be some 
months hence, is unlikely to be a 
profitable exercise. If, however, the 
sales forecast is viewed as the end re- 
sult of an analysis of past perform- 
ance, an evaluation of likely future 
developments in the firm’s external 
environment, and an opportunity to 
make policy decisions in the light of 
this information, then it can make an 
important contribution to the “pur- 
posefulness” of the firm’s activities. 


Position of Sales Forecasting 


The most important single deter- 
minant of whether the potential of 
sales forecasting is fully realized is 
the way in which the function is 
fitted into the organization of the 
firm. It is obvious that no single set 
of rules could be devised to fit every 
situation, but there are certain prac- 
tices which should be _ followed 
wherever the characteristics of the 
company permit. Of these, by far the 
most important is to avoid any tend- 
ency to isolate the sales forecasting 
unit from the line organization of the 
company, or to make the entire sales 
forecasting process a_ self-contained 
specialized activity. 

This is not to say that there is no 
room for the staff specialist in the 
forecasting scheme; indeed, the 
specialist, wherever one can be 
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SALES FORECASTING 


justified, can play a key role in the 
process. His functions can include the 
analysis of past sales performance and 
the firm’s competitive status; the 
forecasting of the relevant external 
factors that will determine future 
changes in the firm’s markets (i.e. 
rates of activity in consuming in- 
dustries, prices of competitive pro- 
ducts, and similar considerations); 
and, generally, the fragmentation of 
the task into as many component 
parts as will be necessary for effective 
decision-making by management. 

The staff specialist may, and usual- 
ly will, also prepare a draft sales fore- 
cast himself, based on an evaluation 
of the future market for his firm’s 
products combined with an estimate, 
or preferably a range of estimates, of 
the share of the market to be obtain- 
ed. The range will not only allow 
for the uncertainties in the forecast, 
it will also incorporate different as- 
sumptions regarding future _ sales 
policy. In this way, management 
will be provided with a series of 
alternatives from which an appropri- 
ate choice may be made after all 
factors have been considered. 


Finally, the staff specialist can pro- 
vide a useful function as the coordin- 
ator of the final stage of the process, 
namely, the actual formulation of the 
sales forecast and of the management 
decisions incorporated in it. 


Line Responsibility 

The actual responsibility for formu- 
lating the final sales forecast will not, 
of course, be allocated to the staff 
specialist. In the normal case, re- 
sponsibility should be in the hands of 
a line official (most often the top mar- 
keting executive), either alone or in 
consultation with his direct sales, 
merchandising and market develop- 
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ment managers. This course of action 
has the advantage not only that it 
places the decision-making responsi- 
bility where it belongs, but also that 
it can be arranged to show up any 
bias which might tend to exist in a 
forecast emanating from any one 
group in the firm. The assumptions 
concerning future business and com- 
petitive conditions upon which the 
staff forecast is based should be made 
explicit, so that the individual respon- 
sible for the final choice will be in 
a position to make up his own mind 
on whether he agrees with them or 
not. 


The fact that complete objectivity 
is impossible to achieve in forecasting 
work means that every effort should 
be made to isolate and appraise the 
inevitable bias. There are several 
ways of doing this. One technique 
which has been found successful is 
the preparation of forecasts in differ- 
ent units of the firm. For example, 
members of the sales force may 
themselves be called upon to predict 
sales on the basis of their general 
evaluation of the firm’s prospects in 
their districts. Indeed, in many cases 
this is the only type of forecast pre- 
pared. Despite its advantages this 
approach incorporates a distinct bias 
of its own, and also suffers from the 
disadvantage that the assumptions 
uvon which it is based are difficult to 
define with precision. This latter de- 
fect can sometimes be remedied by 
requiring each reporting salesman to 
stipulate his assumptions regarding 
such factors as the prospects of his 
customer industries and the likely 
competitive penetration of his pro- 


ducts. Even where this is done, how- 


ever, it will normally be useful to 
have a separately prepared forecast 
against which to weigh that provided 
by the salesmen. 
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Scope of Forecasting Effort 

Almost any firm will benefit from 
the institution of a formal sales fore- 
casting program, if one does not al- 
ready exist (or from a re-examination 
of its present program if it is more 
than a few years old). The critical 
questions are “How much effort 
should be ‘invested’ in the sales fore- 
casting activity, and how elaborate 
should the program be?” There can 
be few objective criteria for the solu- 
tion of a problem with so many ab- 
stract or non-quantifiable elements, 
and the generalization that the 
amount invested should maximize the 
net return received can serve only as 
a point of departure. Nevertheless, 
certain broad principles can be of 
help in deciding whether the pro- 
gram should be simple or elaborate, 
cheap or expensive. 

Of these principles, two are funda- 
mental. The first is that the nature 
and scope of the forecasting effort 
should be specifically tailored to the 
firm’s requirements, taking into ac- 
count such factors as the nature and 
size of the business and the attitude 
of management. The mere duplica- 
tion of the program of another firm is 
normally inadvisable, although some 
knowledge of the exnerience of other 
concerns in comparable lines of busi- 
ness will be helpful. 

The second principle is that even 
if, on the basis of such factors as are 
mentioned below, it is decided that 
an attempt at accurate prediction 
would be either fruitless or of limited 
usefulness, a program of sales fore- 
casting will still be desirable in most 
instances. The chief benefit of the 


sales forecast is frequently the result 
not of its accuracy but of the oppor- 
tunity it provides for the evaluation 
of operating policies, for the early 
recognition of changes in the firm’s 
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competitive position, and for estab- 
lishing a tangible goal for the sales 
organization. 


Factors to Consider 


The potential benefits to be 
achieved through a clearer picture of 
the short-term sales outlook will de- 
pend mainly on the type of business 
in which the firm is engaged. Broad- 
ly speaking, the greatest benefit will 
accrue where the business requires 
large inventory holdings; if its mar- 
ket tends to fluctuate widely from 
one period to another; if the firm is 
planning to initiate (or already has) 
an extensive program of statistical 
control over its inventories and pro- 
duction; or if the firm is in a type of 
business where sales can be signifi- 
cantly influenced by variations in 
pricing and marketing policies. 


On the other hand, a firm with a 
characteristically small inventory 
position, or one that is selling in a 
market that is stable or dominated by 
a single purchaser such as the govern- 
ment, might be able to justify little 
more than a rudimentary short-term 
forecasting effort. An examination of 
the past record with a view to evalu- 
ating whether greater knowledge of 
“forecastable” developments would 
have been of major or minor benefit 
should help in deciding on the appro- 
priate scale of effort. 


Another important consideration is 
whether the elements governing the 
firm’s markets can be predicted with- 
in reasonable margins of accuracy. 
Careful analysis will usually show 
that the margin of error can be re- 
duced by means of a market or sales 
forecast. Thus a preliminary examina- 
tion of short-term fluctuations in the 
firm’s market may reveal useful rela- 
tionships with certain economic or 
industrial indicators. If forecasts have 
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been made in the past, analysis of 
their accuracy to determine whether 
they have consistently erred in one 
direction or another may also be 
helpful. 


It should be emphasized that the 
purpose of these activities should not 
be to decide whether or not a sales 
forecasting program should be under- 
taken, but rather to decide on the 
amount of effort to be put into the 
program initially. If the criteria sug- 
gested do not provide encouraging 
conclusions, a limited program will 
still be worth considering, and the re- 
sults may be surprising. 


Interpretation of the Forecast 


The only sure thing about a sales 
forecast is that it will not be precise- 
ly accurate. Failure to allow for in- 
evitable variations from the forecast 
can lead to grave errors in policy and 
jeopardize the entire forecasting pro- 
ject. Policies adopted as part of the 
sales forecasting program should pro- 
vide sufficient flexibility to prevent 
errors from being really disrupting to 
the firm, or should at least be decided 
on the basis of an informed knowl- 
edge of the degree of risk involved 
that the forecast will be off the mark. 
A proper appreciation of the likely 
errors of any prediction will help to 
place the emphasis of a sales forecast- 
ing program on the analysis of past 
performance as a basis for the formu- 
lation of strategy for the future. Man- 
agement awareness of this concept 
will prevent the success of the en- 
tire program from hinging on its most 
vulnerable aspect, accuracy. 

It is, of course, desirable to make 
every reasonable effort to reduce 
forecasting errors, subject to the over- 
all limitations of the budget. Highly 
advanced or sophisticated techniques 
will not necessarily be the best way 
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of achieving this end. While fore- 
casting techniques have shown im- 
provement over recent years, the 
most dramatic advances have taken 
place in ways to apply the forecast 
to company operations. There is real 
danger in over-estimating the value 
of some of the more novel forecasting 
methods. Their potential lies largely 
in the future, and undue reliance on 
them at this stage of their develop- 
ment should be carefully avoided. 
The day when a business enterprise 
will have an accurate foreknowledge 
of the behaviour of its market over 
the swing of the business cycle is still 
distant. 


These remarks should not be con- 
strued as opposing experimentation 
once familiarity with the problems 
involved has been acquired. Many 
firms have yet to make much use of 
the well-tried multiple correlation 
technique as applied to short-term 
forecasting problems. Newly de- 
veloped seasonal adjustment methods 
are another example of a potentially 
powerful tool for the analysis of sales 
records, the detection of emerging 
trends and the operational applica- 
tion of the sales forecast. Finally, 
operations research techniques have 
proven their value as a means of 
“optimizing” a firm’s activities in 
terms of an expected future course 
of events. The point is, however, that 
what might be termed “mechanical” 
techniques have so far proven their 
reliability more in the analysis of the 
past, and in the application of the 
sales forecast, than in the preparation 
of the forecast itself. 


Part of a General Plan 

Sales forecasting is only one in- 
gredient of the complex process of 
management decision-making. Even 
in its broadest sense, it cannot be con- 
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sidered in isolation from the many 
other aspects of business planning, 


making efficiency of a firm. Such a 
plan is bound to be complex and dif- 


ficult to formulate, particularly since 
many of the concepts and techniques 
involved are novel or only dimly 
understood by the non-specialist. In 
some instances this will mean that re- 
course to an outside consultant, rather 
than dependence on the firm’s own 
resources, will be desirable. 


and the extent of its usefulness will 
largely depend on the degree to 
which it is properly placed in the 
broader scheme of things. This sug- 
gests that the institution, or revision, 
of a sales forecasting program should 
preferably be undertaken as part of a 
general plan to improve the decision- 


Making Experience Valuable 


Experience as a teacher is positive but is one of the slowest ways known 
to change behaviour. However, experience can be made richly educational 
if emphasis is on “what happened and why” and on the knowledge or 
skill needed to do better the next time the situation occurs. Perhaps a 
specific case will serve to clarify. One company, with a sincere and deter- 
mined effort to develop its people as the fundamental means of attaining its 
profit objective, established extensive programs of rotational job training. 
Their versatile men they set out to develop by moving them from job to job 
—generally upward — as opportunities developed. This meant that there 
frequently were years of apprenticeship and a rather high mortality rate 
among such of these who did not find themselves challenged and conse- 
quently sought challenging assignments elsewhere. 

In time, this company came to what must be much the same realization 
the military seems to have reached a century or more ago: that development 
of officers must be done in ways distinct from those which develop enlisted 
men. Today, this company gives its versatile men problem-solving assign- 
ments rather than rotational training. By careful administration they are 
able both to expose these men to all areas of the company’s operation in real 
depth and also to have them effectively contributing to the company’s opera- 
tions. At the same time, this company continually evaluates all its people 
and, when a man initially hired for relatively routine work indicates that he 
has the characteristics and the aptitudes, he will be moved to this group of 
analysts or problem solvers, just as the enlisted man may undergo officer 
training. Thus, by establishing a nucleus of versatile men kept effectively 
engaged in tackling specific but real problems of the company, a means of 
rapidly developing these men was found. 

— Charles S. Bell, “Wanted: Qualified Accountants for the 
Opportunities Ahead”, NAA Bulletin, Sec. 2, July 1960. 
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The Economics of Shopping Centres 


BRUCE H. BURNS, C.A. 


THE sciENCE of shopping centre 
economy could be discussed with a 
great deal more finality in 1980 when 
we will be experiencing maturity, in- 
stead of in 1960 when shopping centre 
operations and investment are still in 
their infancy. However, certain plan- 
ning and operational practices have 
evolved which have proven economic- 
ally successful during the brief exist- 
ence of this type of operation. 

The term “shopping centre” is used 
to define a group of retail stores in a 
coherent unit, situated so as to attract 
vehicular traffic on to immediately ad- 
jacent parking, all of which is oper- 
ated as one entity. There are basically 
three types of shopping centres. The 
first, more properly designated a con- 
venience or neighborhood centre, 
normally comprises five to 15 retail 
stores, the basic sales potential aris- 
ing from a food supermarket. The 
second is an intermediate or commun- 
ity shopping centre, normally a group 
of 20 to 40 stores. It should satisfy 
all basic shopping requirements, and 
might well include a few specialty 
stores and a junior department store. 
The largest shopping centres, com- 
monly known as “regional centres”, 
usually contain one or two depart- 
ment stores, one or more food super- 
markets, and a large variety of smaller 





stores, all providing the distinct ad- 
vantage of competitive shopping. 

While the type or size of a shop- 
ping centre should be commensurate 
with the retail volume within a trad- 
ing area, the problems of planning, 
engineering, financing, merchandising 
and operating are generally applicable 
to them all. 

Although the success of a shopping 
centre largely depends on the success 
of its merchants or tenants, the eco- 
nomic risk entered into by the tenants, 
as to term of lease, contractual com- 
mitments over the period of lease, and 
initial capital investment, is rela- 
tively small when compared with the 
risk taken by the developer. It is, 
therefore, largely the decisions of the 
owner or developer that determine 
the success or failure of the centre. 

There are five major stages of de- 
velopment and of operation of a 
shopping centre, all interdependent 
at one time or another. 


Planning 
Planning encompasses the detailed 
studv of desirable location, size of 


- buildings and parking lot, and siting 


of the buildings on the land chosen. 
This study will take particular note 
of such fundamental requirements as 
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road patterns and accessibility, family 
units, population and spending habits 
within the projected trading area, 
existing competitive shopping and 
future trading areas. The purpose of 
the study is to direct the developer 
towards the production of an eco- 
nomic shopping unit properly situated 
in the best location. 


Engineering 

Sub-soil tests, availability of sewers, 
water and other utilities, investigation 
of grading and siting problems will 
lead to a total construction cost of 
the building and the parking areas, as 
suggested by the planners for the 
proper relationship of sales space and 
customer convenience. 


Financing 
As in other real estate ventures, 
the shopping centre has proven a 


worthwhile investment for mortgage 
funds. Since probably the only 
known factor in assessing a real estate 
investment is the amount of cash 
equity available, the mortgage loan 
appraisal often determines the other 
questions arising from studies made 
by the developer. Where a mortgage 
is required in constructing a shopping 
centre, the mere physical valuation of 
the project may be of small concern 
to the lender. He is primarily inter- 
ested in security, project potential and 
tenancies, and his valuation of land 
and buildings may vary widely from 
that used by the developer in both 
the acquisition of the property and 
the projected size of the shopping 
centre. As contrasted with mortgage 
loans on other types of real estate, the 
mortgagee requires an assignment of 
all leases. He is interested, therefore. 
not only in the physical valuation of 
the property but in the merchandis- 
ing experience and financial stability 
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of the tenants. In addition, he will 
make an appraisal of the ability and 
financial resources of the developer, 
who is the person or entity respon- 
sible for repayment of the loan in the 
ordinary course of business opera- 
tions. We have then a continuing tri- 
angle: the developer, the mortgagee, 
and the tenants, each depending on 
the others for economic success. 


Merchandising 

Detailed market research and man- 
agement experience will determine 
the type and variety of tenants re- 
quired, and the arrangements of the 
sales and storage areas for each ten- 
ant. If a shopping centre is not 
accepted by the public because of its 
physical appearance, merchandising 
inability of the tenants, or lack of 
varietv of stores, it will have an ex- 
tremely difficult life, notwithstanding 
satisfactorv planning and operation in 
all other phases. The actual choice of 
a tenant for a particular store must, of 
course, rest with the management, 
who has particular regard to the abil- 
ity of the tenant to pay rent during 
the term of his lease while generating 
reasonable sales volume. 


Operation 

After satisfying all other problems 
inherent in developing a shopping 
centre, the owner is faced with per- 
haps his most difficult task — the long- 
term operating policy and manage- 
ment of the completed project. Hav- 
ing made the basic decision as to 
whether he will personally manage 
and operate the centre or employ an 
agent to supervise the day-to-day op- 
erations, the owner has the opportun- 
ity of controlling his future destiny, 
by controlling the overall operation of 
the centre. 
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Monetary Considerations 


The monetary aspects of financing, 
merchandising and operating encom- 
pass construction costs, mortgage and 
equity, income and operating ex- 
penses. 

The object of shopping centre in- 
vestment by the owner is the protec- 
tion and security of the owner’s 
equity, the reasonable return through 
dividends or interest on his invest- 
ment, the recapture of his investment, 
and its enhancement through increase 
in capital value of property. Increase 
in land value can only result from suc- 
cessful operation of a shopping cen- 
tre over the years, and it would be 
imprudent to commence the develop- 
ment of a shopping centre with the 
prior knowledge that the operation, 
from commencement, must rely upon 
increasing capitalized value for its 
continuing existence. However, a 
long-term and detailed forecast of the 
financial operations of the project can 
determine its worth respecting the 
other objects of investment. Compari- 
son with other standards such as cash 
return on equity and rate of return on 
investment can best be made by ex- 
amining a projected cash flow during 
an initial term of say 15 to 25 years. 
These results can be compared at 
periodic intervals with other risk in- 
vestments. 


Projection of the Cash Flow 


Cost, Debt and Equity 

Capital cost of land, buildings and 
parking areas, debt interest and re- 
payment terms, and cash equity can 
be reasonably plotted after the plan- 
ning and engineering studies have 
been completed and initial discussions 
held with prospective tenants.- With 
respect to cash equity required by the 


owner, one of the most serious prob- 
lems to be avoided, and one which 
can only be anticipated by examina- 
tion of a comprehensive forecast, is 
the possibility of having to introduce 
additional equity into the project, af- 
ter commencement, by reason of op- 
erating deficits arising through unfa- 
vourable debt retirement terms. 


Income 

While a very competitive market 
exists in procuring desirable tenants 
and the developer is limited in the 
amount of rent he can command, de- 
pending upon the sales potential of 
the proposed shopping centre, he is 
nevertheless able to arrive at a con- 
servative estimate of the rents which 
he will be able to attract. In all but 
a few instances, shopping centre 
leases call for the payment of basic 
or minimum rent or a percentage of 
sales, whichever is the greater. For 
example, a lease mav call for annual 
minimum rent of $6,000 per year or 
6% of sales, whichever is the greater; 
an equation is reached when the ten- 
ant’s sales for a lease year amount to 
$100.000. Beyond this sales level the 
tenant pays, in addition to his mini- 
mum rent, 6% of sales in excess of 
$100,000. In comparing two shop- 
ping centres with identical sales vol- 
ume, there is the anomaly that low 
minimum rents in the one centre will 
produce higher percentage rents than 
the other centre attracting high mini- 
mum rents. It may be assumed, how- 
ever, because of mortgage require- 
ments and the wish for higher secur- 
ity afforded by reasonable minimum 
rents, that a target annual rental in- 
come is used in the long-term finan- 


-cial analysis without regard to per- 


centage rental income. (Certainly, 
an investment appraisal of a shopping 
centre which has been in existence for 
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a reasonable period of time should 
take into account a conservative esti- 
mate of percentage rental income, if 
any has regularly been earned in the 
immediately preceding years.) It 
must also be assumed that the stabil- 
ized flow of rental income will be 
reflected throughout the long term, 
notwithstanding the expiry of some of 
the shorter leases. The use of this 
stabilized rental income throughout 
the period would be a conservative 
estimate in view of inflationary trends 
and exclusion of percentage rental in- 
come. 


Operating Costs 


In addition to funds required over 
the period for interest, periodic re- 
payment of debt and return of equity, 
careful scrutiny must be given to pro- 
jected operating costs, ie. property 
taxes, property repairs and mainten- 
ance, insurance, advertising and pro- 
motion, management and other over- 
head. In considering these projected 
costs, it would appear that inflation 
would be disastrous for the owner 
who is bound by 10 to 20-year leases. 
It has been the practice, however, to 
limit the owner’s exposure to inflation 
on property taxes and common area 
maintenance. In the former, the 
tenants are normally required under 
the terms of their leases to pay the 
increase in property taxes over a pre- 
determined base year proportionate to 
their rented area. In the latter cate- 
gory, for a number of reasons, the ten- 
ants share proportionately the major 
costs of operating and maintaining the 
common areas, that is, the parking 
areas, sidewalks, common hallways 
and washrooms. _ Structural repairs, 
ordinary wear and damage to the 
buildings are, of course, a cost to be 
borne by the owner. 


The base and continuing property 
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tax obligation of the owner can be de- 
termined by reference to assessment 
practice and valuation of land and 
buildings in the chosen municipality. 
A projected mill rate is then applied 
to the total estimated assessment, and 
consideration is given to any local im- 
provement rates chargeable against 
the land in arriving at the estimated 
annual property tax expense. 


Structural or extraordinary repairs 
and maintenance for the account of 
the owner can be fairly projected 
having regard to similar realty operat- 
ing experience. During the first few 
years of operation, however, it is well 
to provide for minor structural and 
site changes that become obviously 
necessary to facilitate sales volume 
and traffic. This allowance is, of 
course, distinct from the normal con- 
struction contingency required in any 
construction budget. Insurance and 
management overhead expenses will 
be determined by the operating policy 
chosen by the owner, and the only 
item in this category which is not at 
the owner’s discretion is the manda- 
tory insurance coverage required by 
a mortgagee. 


Advertising and promotion expense 
is, at the very least, a controversial 
item in preparing a long-term analy- 
sis. Perhaps the most expedient wav 
of estimating these cos over the long 
term would be to include a liberal 
provision based on projected rental 
income throughout the term and as- 
sume that any additional expense re- 
quired to maintain or increase sales 
volume would be withdrawn from 
percentage rental income. Outlays of 
a non-recurring nature, such as leas- 
ing fees and initial legal and promo- 
tion costs, should also be reflected in 
the first operating year of the study 


term. 
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Questions to Ask 

By segregating the applicable in- 
come and expenses and applying al- 
lowable depreciation rates on fixed 
assets, the taxpayer’s income tax lia- 
bility can also be reflected through- 
out the analysis. Having then chart- 
ed the entire estimated cash flow, the 
owner can return to his basic ques- 
tion as to whether the investment pro- 
vides the security, earnings and rate 
of return commensurate with the risk 
and effort involved. Doubtless the 
initial study will show shortcomings, 
and possibly the following questions 
will commonly be asked of any sug- 
gested changes to the initial plan: 


1. Would less expensive land cost at 
an alternative site produce the 
same sales potential, tenants and 
rental income? 


bo 


Would a smaller or less expensive 


building and parking area affect 
sales volume and rental income? 


3. If the above changes were made, 


would they affect the size, term 
and interest rate of proposed mort- 
gage financing? 

The development and operation of 
shopping centres after some ten years 
of heavy activity are still facing prob- 
lems. However, patterns are develop- 
ing whereby experienced developers 
have eliminated a great portion of 
guesswork from initial planning; they 
are better equipped to assess sales 
market data and size of contempla- 
ted projects, design and merchandis- 
ing layouts, and policies for long term 
operating success. The industry has 
evolved into one where the specialist 
is the owner most likely to succeed 
while the inexperienced enters the 
field with many more opportunities 
for economic mistakes. 


The Accountant and the Profit Program 


The organization that wants to plan intelligently needs a “diagnostic 
clinic”. It needs someone who understands the economic functioning of a 


business entity, and the manner in which the various functional parts act, 
interact and react to different conditions and stimuli. It needs someone who 
can pick out the strong points and weak points of the company’s condition, 
and detect any outside influences or internal malfunctioning which may 
threaten the overall soundness and future financial health of the enterprise. 
It is the role of “diagnostic clinic” which the accountant should fill in his 
company’s long-term profit planning program. 
— Marshall K. Evans, “The Accountant’s Role in Long 
Term Profit Planning”, N.A.A. Bulletin, July, 1959. 





Management 


Salary 


Administration 


W. WALLACE MUIR 





IN THE LARGE company, a formal sal- 
ary administration plan which in- 
cludes management saiaries is essen- 
tial and almost unavoidable as a 
means by which senior executives can 
set salary policy and delegate its nr- 
derly execution to subordinate levels 
of management. The plan does not 
automatically solve the problem. The 
administrators of the salary structure 
inevitably become specialists, are apt 
to become a vested interest in them- 
selves and, as one executive vice- 
president in a very large Canadian 
company recently remarked, tend to 
be “a damn nuisance”! 

He might have felt more charitable 
toward the administrators if it were 
not that management salary adminis- 
tration in most companies, including 
his own, is considered to have no di- 
rect relationship to organization plan- 
ning. Yet effective control of manage- 
ment salary costs requires more than 
the orderly process of management 
salary administration. There is little 
merit in paying a manager an amount 
commensurate with his defined duties 
in relation to the going market and to 


established differentials within the 
company, if his position as defined is 
organizationally unsound. 


Unfortunately the probiem of man- 
agement salary administration is rare- 
ly treated as preventive maintenance. 
The problem tends to be urgent be- 
fore it is tackled, and consequently 
there is rarely time to examine the 
organization structure critically before 
installing the salary administration 
program. 


Ideally, organization planning and 
management salary administration 
should go along hand in hand, and a 
case can be made for making both the 
continuing responsibility of the same 
executive at the poiicy level. 


Within the limits of this article, it 
is not possible to do more than men- 
tion the importance of organization. 
The attempt here will be to set out 
the reasons for systematic manage- 
ment salary administration, together 
with a brief description of the tech- 
niques used and some words of cau- 
tion on the limitations of formal salary 
administration. 


Why Salary Administration? 

The amount that has been writ- 
ten and said on the subject in recent 
years testifies to the need for and the 
difficulty of achieving better man- 
agement salary administration. There 
is no easy escape from this difficulty, 
whatever the size of the company. 


The problem may manifest itself as 
nothing more than a niggling uncer- 
tainty in the chief executive’s mind as 
to whether he is getting the most for 
his management dollar. It may be 
more aggravated and show up in gen- 
eral management discontent and bad 
morale or in excessive joss of trained 
personnel, particularly in middle 
management. 
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One frequently encounters the no- 
tion that a systematic approach to 
salary administration means a higher 
management salary cost for the com- 
pany. This is not necessarily so. It 
is true that if a company’s manage- 
ment salary structure is too low, re- 
sulting in excessive loss of personnel 
and bad morale, then the cure is go- 
ing to cost more money. The objec- 
tive of salary administration is not to 
achieve lowest management salary 
cost, but to achieve lowest manage- 
ment cost consistent with the desired 
operating resuit. 

The most important single point for 
the executive to keep in mind, when 
considering any salary administration, 
is that all schemes of salary adminis- 
tration involve judgment. Therefore 
there is the possibility, indeed the 
probability, of error. There is no me- 
chanically perfect scheme which will 
automatically provide effective salary 
administration, and there is no such 
thing as perfection in salary adminis- 
tration. 


The Human Element 


Management must surely weary of 
reading technical articies on salary 
administration which would seem to 
suggest that if a formal job evaluation 
program is carried out, and if the re- 
sulting system is administered by ex- 
perienced personnel, the weaknesses 
of human nature will be nullified and 
there will be absolute fairness, lack 
of prejudice and a high standard of 
justice in the administration of salaries 
in that particular company. 

Nothing could be further from the 
truth. The incompetent manager be- 
fore job evaluation is likeiy to be 
equally incompetent after job evalua- 
tion. Human nature is not going to 
be changed by the formalization of 
salary administration or the lack of it. 


Nonetheless, a good salary administra- 
tion plan will reduce considerably the 
effect of the human weaknesses of 
management. Prejudice and subjec- 
tive decisions will be combatted by 
the analytical techniques of salary ad- 


ministration. The overali standard of 


fairness will almost certainly be im- 
proved, as will the effectiveness of 
the expenditure of the management 
salary dollar. 


The management employee will 
know, or should know, the limit of 
value which his company places on 
his job. He will continue to bargain, 
if he is so inclined, for as favourable 
a position within that range as he can 
achieve, and some will continue to be 
better at negotiating increases than 
others. Nonetheless, here too, inequi- 
ties will tend to be minimized, and 
there will be a greater degree of ra- 
tional consideration given to the value 
to the company of the services of each 
management employee. 


Logical Approach 

What, then, is the logical approach 
to this problem with special reference 
to supervisory and management per- 
sonnel in the medium-sized company? 
The best scheme will be readily un- 
derstood by all concerned, will take 
the least amount of time and lend it- 
self to continuing effective administra- 
tion. It may, however, be well to 
caution the unwary that even the most 
straightforward approach requires ex- 
perience and judgment. 


If there is reason to believe that the 
management salary structure is un- 
sound, a salary classification and po- 
sition evaluation program should be 
undertaken, and the best available 
person should be assigned responsi- 
bility for the program. 


Since there is no such thing as a 
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mathematically correct answer, the 
techniques of analysis are best kept 
uncluttered. The simplest approach 
is a ranking procedure. Like all eval- 
uation procedures this one relies for 
its effectiveness on an accurate de- 
scription of the job itself. Note that 
the description is of the job, not of 
the incumbent. (Performance deter- 
mines how much the incumbent 
should be paid within the range estab- 
lished for the job, but the range it- 
self is determined by the require- 
ments of the job). 


Job Descriptions 

The difficulty of describing a man- 
agement job accurately is generally 
underrated. Most of us tend to as- 
sume when we hear the title of a job 
that we know what the job entails. 
A department manager is a depart- 
ment manager, just as Gertrude Stein’s 
rose is a rose: but there are many 
variations of the rose, and almost as 
many of the duties of a department 
manager. A purchasing agent, who is 
probably a department manager, may 
be doing his own clerical duties in one 
company, and he may be vice-presi- 
dent in all but name in another. The 
smaller the company, the less import- 
ant this problem may be, because one 
executive may be in the happy posi- 
tion of knowing positively from his 
own experience exactly what each 
member of management is required 
to do, and what in fact he does do. 

As the number of management em- 
ployees in a company increases, how- 
ever, this ceases to be true. Many an 
executive, who thinks he knows the 
requirements of each job as it now 
exists, deceives himself. Moreover, 
even if he does know exactly what 
each management employee is re- 
quired to do in his organization, when 
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he goes outside to check his salaries 
against those paid by companies com- 
peting for the same skills, he should 
discuss the positions in terms of accur- 
ate descriptions, rather than by name, 
otherwise there will be a high risk of 
error. Effective salary administration 
is almost impossible without accurate 
job descriptions, particularly where 
multi-plant operations are involved. 


Beware of the job description which 
looks accurate but is really a neatly 
collected group of generalizations. 
The description must clearly delineate 
the position in such a way that its du- 
ties can be readily distinguished from, 
and assessed against, those of other 
positions which may to the casual ob- 
server look similiar, if not identical. 


Ranks and Ranges 

With good job descriptions, a com- 
petent executive can rank the posi- 
tions in order of their importance to 
him. The simplest way is to have a 
separate card listing each position and 
then to arrange the cards on top of a 
desk to reflect the order of their im- 
portance to the executive. This simple 
ranking can be checked with other 
executives, and the rankings of one di- 
vision can be readily compared with 
those of another. This is an overall 
comparison of jobs and is accomplish- 
ed by informal appraisal of differ- 
ences in terms of knowledge or skills, 
responsibilities, effort required and 
perhaps working conditions. Usually 
a final ranking is undertaken by a 
small central committee who should 
be conscious both of salary adminis- 
tration per se and of its relationship 
to organization planning. 

When a company is satisfied that it 
has come to a reasonable judgment 
as to the relative value of the manage- 
ment positions within the company, 
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these must be assigned salary ranges. 
These ranges must enable the com- 
pany to attract the required skills, and 
should be sufficiently broad to enable 
the company to reward employees 
within each range according to the 
degree of their effort and according to 
their effectiveness. 


Before these ranges can be set, a 
community or industry survey should 
be undertaken. The breadth of the 
survey will be determined by a com- 
pany’s location and whether it has 
one or more plants or locations. In 
making the survey, quality is all-im- 
portant. A modest amount of accur- 
ate information is far more useful than 
a trunk full of questionable data. 


Variety of Schemes 

In comparing management salary 
rates, one of the principal problems 
is the variety of remuneration schemes 
now in use. It is tempting to con- 
sider total remuneration rather than 
salaries. This may lead to serious 
errors. In general all bonus schemes 
should be regarded as means of re- 
warding outstanding performance, 
and not as entering into the basic 
salary structure. One very large 
Canadian company, which instituted 
a suppiementary remuneration plan 
some years ago, ignored this dictum, 
arguing that comparisons should be 
based on total remuneration including 
bonus payments. As a result manage- 
ment salaries were held under rigid 
control. Well-trained management per- 
sonnel of this company have been fair 
game for industrial recruiters repre- 
senting companies paying better base 
rates, but not necessarily higher total 
remuneration. At the time of writing 
the error is about to be corrected at a 
substantial annual cost. 


When all of this has been accom- 
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plished, the management salary struc- 
ture of the company has been ration- 
alized. It is not absolutely correct, 
fair, or wise; no such standard exists. 
But the salary structure has been 
examined critically and systematically, 
using some tried and tested tools 
which have been found of consider- 
able assistance in reducing the likeli- 
hood of inequities and of uneconom- 
ic expenditure of the management 
dollar. What then? The salary struc- 
ture is a dynamic thing. subject to 
many pressures and certain to require 
changes. Except in very large com- 
panies, no one is likely to continue 
this work on a full-time basis; vet if 
no continuing attention is given to 
the salary structure, it will gradually 
deteriorate in effectiveness. Changes 
occur in conditions outside and inside 
the company: new positions are 
created and old ones change in im- 
portance. 


The determination of actual rates is, 
of necessity, pragmatic. The rate 
must seem fair and reasonable to 
employees concerned, must accord 
with established differentials within 
the company and with practice in the 
communitv or area from which the 
class of ability is recruited. Tempor- 
ary deviations from rates established 
bv job evaluation will be found to be 
necessary in some circumstances, and 


this should be faced. 


Someone in the organization will 
have worked through the detail of the 
study. He will understand the ap- 
proach used; he will know the differ- 
ence between a job description which 
delineates the duties of the job, and 
one which looks like a good job de- 


scription, but is not. He will have 


made the contacts to enable him to 
exchange information with other firms 
using comparable talent, and will 
know how to go about fitting a new 
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management position into the existing 
salary structure. 


Merit Rating 

One other device is helpful in ad- 
ministering the salary structure with 
as much fairness as can be achieved. 
This is a merit-rating plan. The salary 
of each management employee within 
the range of salaries established for 
his job should be determined, in so 
far as is reasonably possible, by merit. 
Length of service will undoubtedly 
enter into the decision, but its in- 
fluence should be minimized, except 
as such service truly increases the 
value of the employee to the or- 
ganization. Merit-rating plans look 


simple, but are not. Good ones are 
difficult to devise. The objective of 
the merit-rating plan is to cause the 
manager to consider the performance 
of each employee concerned, carefully 


and systematically, and to minimize 
distortion due to bias of one kind 
and another. Here again, it is not the 
appearance of the system that counts. 
It is whether or not it does in fact 
cause the manager to think more crit- 
ically, more objectively and more 
systematically about the performance 
of each associate who reports to him. 
Beware the slick approach; disregard 
the appearance of the document and 
keep asking: does it work? 

It is assumed that some responsible 
executive in the organization, possibly 
the industrial relations manager, treas- 
urer or general manager, will keep an 
eye on salary administration. Who- 
ever has this responsibility, and there 
is much to be said for giving it to the 
industrial relations manager (if he has 
the necessary experience and is also 
concerned with organization plan- 
ning), should review salary changes, 
and be responsible for keeping them 
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within the approved salary structure. 
Since salary administration is always 
and inevitably a matter of judgment, a 
second opinion is frequently helpful. 
Moreover, since there are no ab- 
solutes, every time a management em- 
ployee discusses salary with his 
superior, the superior, whether he is 
conscious of it or not, is negotiating 
salary with his associate. Here again, 
a second opinion is often helpful to 
both parties, and may be the differ- 
ence between good and bad morale. 


Whatever system of salary ad- 
ministration is used by a given com- 
pany, there is only one test: does it 
work? It works if a company has an 
adequate supply of the management 
skills it requires, good morale and 
satisfactory operating results. No sys- 
tem is likely to work unless there is 
a general willingness throughout man- 
agement to pay justifiable rates and a 
willingness to discuss the fairness of 
any salary with the man or woman 
concerned. 

If management salary costs are to 
be kept under control, however, as 
has already been indicated, effective 
salary administration, by itself, is not 
enough. It must be combined with 
effective organization planning. Other- 
wise the empire builder, by appoint- 
ing assistants to himself, may find it 
possible to force his own rate up in 
the interests of a satisfactory differ- 
ential. This, of course, is the working 
of Parkinson’s (first) Law, a familiar 
and not always facetious phenomenon 
to the corporation executive. 

Effective management salary ad- 
ministration, it can be seen, relies on 
relatively simple techniques which re- 
quire good judgment, ability to col- 
lect and interpret the facts and a 
cooperative mental attitude by all 
concerned. 
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Preparing for 
Corporate 


Meetings 


F. T. McKINNEY, F.C.LS. 


PREPARATIONS FOR corporate meetings 
rest on the shoulders of the secre- 
tary whose responsibility it is, as an 
officer of the company, to make ad- 
vance arrangements, plan procedures, 
call the meeting as directed and, as 
far as possible, see to the smooth con- 
duct and completion of the business. 
An intimate knowledge of the letters 
patent, supplementary letters patent 
and by-laws of the company, and the 
legislative Acts under which the com- 
pany is administered is imperative. 


As a going concern, every business 
corporation holds two kinds of meet- 
ings: directors’ and _ shareholders’ 
meetings. To these might be added 
executive, finance and other com- 
mittee meetings. The nature and ex- 
tent of the preparations depend on 
the type of meeting to be held. So 
that the deliberations will not suffer 
nor the validity of decisions be 
jeopardized, the corporate secretary 
must be cognizant of the governing 
statutes, court decisions, customs and 
usage. He must also be aware of the 
necessity for meticulous attention to 
detail in fulfilling the technical re- 


quirements. This article has been 
written with particular reference to 
companies incorporated by letters 
patent although the principles apply 
generally to companies incorporated 
under memorandum of association. 


Committee Meetings 

Executive, finance and other com- 
mittees of some corporations meet at 
regular intervals at a fixed place, and 
notice may not be required except to 
inform a new member. If, however, 
the interval between meetings is long 
or irregular, or if the standing orders 
make it necessary, notice is given by 
mail or telephone reminder. The form 
of notice, agenda and preparations for 
directors’ meetings discussed below 
can be adapted with slight variation 
to committee meetings. The secre- 
tary is no less scrupulous in his atten- 
tion to the details of the latter, in 
accordance with the degree of formal- 
ity obtaining. 


Directors’ Meetings 

Although certain corporate acts can 
only be taken if approved by the 
shareholders, the general manage- 
ment of the corporation, including its 
financial affairs, is entrusted to the 
directors. In turn, the administrative 
functions of the enterprise become the 
responsibility of the officers as the di- 
rectors’ appointees. 

It is a legal principle that the pow- 
ers of the directors are given not to 
any individual director but to the 
whole of the directors; hence direc- 
tors must meet together in order to 
discharge their duties. They must also 
act together as a board and, subject 


‘to the availability of a by-law to make 


binding a resolution signed by all the 
directors, they must meet in some 
place where all may be present and 
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have the opportunity to express their 
assent or dissent. 

The steps in preparing for direc- 
tors’ meetings may be listed as fol- 
lows: 


1. Compilation and gathering of data 
to be presented at the meeting. 

2. Sending the notice of meeting in 
accordance with the by-laws. 

3. Writing up the agenda. 

4, Arranging for the payment of fees. 

5. Making preparations to record the 
minutes. 


Between meetings of the directors, 
the corporate secretary collects in a 
folder, given some suitable designa- 
tion such as “agenda data”, all ma- 
terial pertaining to matters to be dis- 
cussed at the next board meeting. 
Where indicated, the data is summar- 
ized, approvals added, draft resolu- 
tions for board consideration attach- 
ed and other details arranged to en- 
able the prompt despatch of business 
by the directors. If the declaration of 
a dividend is anticipated, the neces- 
sary resolution is included, and copies 
of the proposed newspaper announce- 
ment and notifications to the relative 
stock exchanges are prepared in ad- 
vance. It is not unusual to include 
draft preambles to resolutions to assist 
in the subsequent preparation of the 
minutes. 


Notice of Meeting 

The by-laws generally specify who 
has authority to call meetings of 
either the directors or shareholders, 
and the method, time and place of 
calling. In the absence of such direc- 
tion, guidance must be sought from 
the governing Companies Act since 
the penalty for anything less than 
strict compliance with the require- 
ments as to notice is possible impair- 
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ment of the validity of the meeting. 
A tentative date having been estab- 
lished, a telephone call to the direc- 
tors is useful in ascertaining whether 
the date is convenient. If the answers 
indicate that a quorum will not be 
present, the cost of needless travelling 
and attendance expenses, to say noth- 
ing of inconvenience, can be avoided 
through postponement. 

A variety of methods of formally 
notifying the directors is available 
to the secretary. A notice pre-printed 
on cards or slips of paper with blanks 
for date, time and place is sometimes 
employed, but the more usual notice 
is typewritten on the letterhead of the 
corporation. Notices on _ coloured 
stock may be used to indicate a 
special meeting, and the inclusion of 
a return postal card on which the di- 
rectors can indicate whether or not 
they will attend is sometimes helpful. 


Formulating the Agenda 

The “agenda”, or formal program 
of business to be dealt with, is de- 
veloped in discussion with the chair- 
man. Supporting the agenda is the 
agenda data file. It is of consider- 
able assistance for the directors to re- 
ceive, a few days in advance of the 
meeting, some indication of the speci- 
fic matters to be discussed. Thus, it 
is customary for the secretary to mail 
either concurrently with the notice, or 
soon thereafter, a preliminary agenda 
together with a copy of such support- 
ing agenda data as is appropriate and 
necessary to provide groundwork for 
proper deliberation. If minutes of the 
previous meeting have not been circu- 
lated, they may be included with the 
preliminary agenda as an item to be 
considered at the forthcoming meet- 
ing. 

The routine business might be list- 
ed as shown below: 
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AGENDA 
For the Meeting of the Board of Directors 


To be held . 


. Call to order by the chairman. 


One 


may proceed to business. 


ot 


6. Reports of committees:— 
(a) Executive committee 
(b) Finance committee 
(i) Declaration of dividend. 
7. Other business 
8. Adjournment. 


> 


The order of business should “flow’ 
logically and in sequence. It will 
vary from meeting to meeting de- 
pending on the business to be trans- 
acted. Furthermore, the agenda and 
the agenda data should be in such 
form that each director can easily fol- 
low the agenda and refer to the sup- 
porting data with a minimum of con- 
fusion. This is accomplished by num- 
bering the pages of the agenda data, 
with the corresponding numbers indi- 
cated on the agenda, so that the agen- 
da then serves also as an index of the 
agenda data. A second step is to bind 
all material to be placed before each 
director in a cover folder with the 
particulars of the meeting appearing 
on the outside. Clipping all the pa- 
pers together renders their handling 
much easier. A further refinement is 
to attach the agenda paper, typed on 
the right hand side of a double-size 
sheet of paper, under the agenda data. 
This is folded in two to conform to 
the width of the agenda data which 


is on top. When opened out to the | 


right, the agenda or order of business 
is in front of the director throughout 
the meeting unobstructed by the 
agenda data. The agenda data sheets 


( date ) 
Page No. 


. Reading and tabling of notice of meeting by the secretary. 
Announcement by the chairman that the meeting is properly constituted and 


Reading by the secretary and adoption of the minutes of the previous meeting. 
Consideration of business arising out of the minutes. 


are attached in the binder so that they 
will unfold to the left. 


Fees and Expenses 

Directors’ fees and expenses are, in 
many instances, arranged on a quar- 
terly, semi-annual or even annual 
basis, with attendance at board meet- 
ings bearing little, if any, relationship. 
However, the question of travelling 
expenses, if not inherent in the fees, 
must be brought up before the meet- 
ing so that any necessary requisitions 
can be handed to the cashier in prop- 
er time. 


Minutes 

Minutes of a meeting, when signed 
by the chairman of that meeting or of 
the next succeeding meeting, become 
the prima facie evidence of what 
took place. Accordingly, the re- 
sponsibility of the secretary in the 
drafting of minutes is great. Although 
it is true that the minutes of a meet- 
ing constitute a record of what was 
done, as opposed to what was said, 
it is nevertheless important that the 
notes taken by the secretary at the 
meeting should be sufficiently com- 
plete to enable him to add substance 
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to his record and recapture the true 
sense of the meeting. The agenda 
data, prepared to assist the secretary 
to the full during the meeting, will 
prove its worth in the preparation of 
the final record. 


Shareholders’ Meetings 


In any consideration of corporate 
affairs, it will be remembered that ul- 
timate control of a company rests with 
the members or shareholders, and the 
statutes impose responsibilities with 
respect to their meetings. Participa- 
tion by the shareholders in corporate 
functions is a right zealously guarded 
by the courts, and the fulfilment of 
the legal requirements is employed by 
management in furthering the phil- 
osophy of corporate democracy. Al- 
though the directors have power to 
conduct the ordinary business of the 
corporation independently of the com- 
mands of the shareholders, certain 
rights are reserved to the shareholders 
as the true proprietors of the enter- 
prise. These rights, which vary in 
different jurisdictions, are the subject 
of distinct statutorv definition and 
control. For example, unless the let- 
ters patent, supplementary letters pat- 
ent, or by-laws of the company other- 
wise provide, all of the directors in 
office retire each year, and the share- 
holders in general meeting elect direc- 
tors for the ensuing year. Also, special 
meetings of the shareholders must be 
called to confirm certain by-laws be- 
fore they are effective, and other by- 
laws lose their effect unless approved 
by the shareholders at the next annual 
meeting after the date of enactment. 
In some jurisdictions, special resolu- 
tions must be confirmed by the share- 
holders before taking effect. 

There are three ways in which 
shareholders may exercise their rights: 
1. At a regular meeting. 
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2. At a special meeting. 
3. By written consent without a 
meeting. 
The method to be used is usually 
prescribed by statute. 


Special Meetings 

If the nature of business is to con- 
firm or approve a special resolution of 
the directors, or to deal with extra- 
ordinary business such as merger or 
amalgamation, the meeting is desig- 
nated in the notice as “special” or 
“extraordinary”. Any ordinary busi- 
ness may be brought before a “regu- 
lar” meeting, particularly if set out in 
the notice, but if the meeting is of 
a special or extraordinary nature, no 
business other than that specified in 
the notice should be transacted. How- 
ever, mostly for purposes of economy 
and expedience, it is customary to 
call the special meeting, for the same 
day as the regular annual general 
meeting of shareholders. The merit 
of such an arrangement is apnarent, 
and proxies may appoint the same at- 
torney to act in all matters of both 
meetings on the shareholders’ behalf. 


Notwithstanding that the governing 
regulations may permit consent of all 
the shareholders in writing in lieu of 
meeting, it is usually, although not 
always necessarily, the wiser course 
to call a formal meeting in order to 
avoid any suggestion that the share- 
holder was precluded from participa- 
tion in the corporate affairs. 


Preliminary Preparations 

It is the right of the shareholders 
to meet once each year to receive the 
auditor's report, elect directors, ap- 
point auditors and transact other busi- 
ness brought before the meeting. 
Preparations for the annual meeting 
necessarily begin some months in ad- 
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conscious of an urgency in the closing 
of the books, drawing of the financial 
statements, audit, annual report and 
approval by the directors, proxy solici- 
tation and attention to a myriad of 
other details in the early months of 
the new year and well before the an- 
nual meeting. 


Programming these many import- 
ant preliminaries is requisite. In the 
fall of each year, tentative dates and 
deadlines are established and made 
known to all whose cooperation is 
needed in making the program effec- 
tive. Discussions are held with the 
accountants and auditors and depart- 
ment heads from whom reports will 
be needed during the busy season to 
come. Early in the new year, the 
printer is informed of the probable 
paper requirements for the annual 
report, form of proxy, mailing and 
return envelopes. Changes in format 
of the annual report are considered. 


At the earliest possible date follow- 
ing completion of the audit, a meet- 
ing of the directors is scheduled. The 
purpose of this meeting is not only to 
approve the financial statements, but 
to receive from the secretary and ap- 
prove the draft annual report, notice 
of meeting, proxy soliciting material, 
if any, and, when applicable, to deter- 
mine who shall be management’s 
nominees for election as directors at 
the annual meeting. At the same 
meeting, consideration is given to 
management’s recommendation con- 
cerning outside assistance, such as the 
services of the transfer or dividend- 
disbursing agent, in the matter of 
proxy solicitation and tabulation and 
recording of attendance at the annual 
meeting. If necessary, the date, time 
and place of the annual meeting will 
be set and, of course, the mailing of 
the annual report and notice of meet- 
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ing to the shareholders will be au- 
thorized. 


The capital stock of a number of 
Canadian corporations is listed for 
trading on one or more of the securi- 
ties exchanges of the United States. 
In such cases, the secretary is respon- 
sible not only for conformity to Can- 
adian law and the law of the juris- 
diction under which the company is 
incorporated, but also to the require- 
ments of the United States Securities 
and Exchange Act of 1934. The Act 
and the governing regulations, and 
the regulations of the stock exchanges 
on which the shares are listed, deal 
not only with the form and content of 
the financial statements submitted to 
shareholders, but place limitations on 
the solicitation of proxies and _ pre- 
scribe rules covering both the manner 
of solicitation and the extent to which 
it may go. Suffice to say, strict com- 
pliance is again essential. 


Proof of the service of notice and 
insertion of newspaper notifications 
when required are established by af- 
fidavit of the secretary or the person 
to whom it has been entrusted. 


Proxies 


Proxies are numbered to facilitate 
handling, and the name and address 
of the shareholder is usually stencilled 
on the form before it is mailed. When 
the proxies are returned in the mail, 
they are sorted according to common 
and preferred stock, and each group 
is then ranged numerically by a clerk. 
Signatures are compared with the 
stencilled names which, incidentally, 
follow alphabetical sequence in ac- 
cordance with the proxy number. 
When the signatures have been com- 
pared and those on which discrepan- 
cies appear have been set aside for 
later attention, the proxies are tabu- 
lated, and a daily cumulative total 
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reported to management. Proxies and 
annual reports are mailed to each new 
shareholder up to the time of the 
meeting or record date for voting, as 
the case may be. A common prac- 
tice in the promotion of shareholder 
relations is the mailing of a printed 
acknowledgment and word of thanks 
to the shareholder for his proxy, evi- 
dencing his confidence in the manage- 
ment. 


Physical Arrangements 

As the day of the meeting ap- 
proaches, the secretary and his assist- 
ants see to the hall arrangements, con- 
sisting of tables, chairs, lectern, black- 
board, lighting and so on. Invitations 
are sent to the press and special 
guests including counsel and auditors. 
Arrangements are made to record at- 
tendance at the door. This entails 
checking the names of those in at- 
tendance against the list of sharehold- 
ers and recording the number of 
shares represented in person. Ballot 
forms and draft scrutineers’ reports 
are prepared in the event of a poll, 
and the agenda is given the most 
careful consideration. Speeches to be 
delivered at the meeting are often 
mimeographed in advance and made 
available to the press immediately 
following the meeting. When requir- 
ed, as in the case of Dominion com- 
panies, the secretary will obtain from 
each director, for the information of 
the shareholders at the annual meet- 
ing, a statement of his dealings in the 
shares or other securities of the com- 
pany during the 12 months preceding 
the meeting. To expedite the busi- 
ness, the routine motions to be pre- 
sented from the floor are made ready 
to be handed to the “movers” and 
“seconders” before the meeting, and 
the chairman is given a list of those 
who will make the motions. 
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On the day of the meeting the sec- 
retarys check list is reviewed, the 
minute books and by-laws are made 
available, the agenda is placed at the 
chairman’s and secretary’s tables, and 
a supply of annual reports is on hand 
for the shareholders in attendance. 
The inspectors or “tellers” take their 
places at the entrance door with the 
lists of shareholders and the final 
proxy record. The latter is adjusted 
as shareholders, whose proxies have 
been received, are transferred to the 
list of those whose shares are now 
represented in person. As a rule, the 
total share representation is read in- 
to the record soon after the meeting 
begins, particularly if necessary in 
establishing the presence of a quorum. 
In the case of small meetings especial- 
ly, it is important that a list of the 
names of shareholders present be 
handed to the chairman immediately 
following commencement of the meet- 
ing. This assists him in responding to 
comments from the floor. 


Agenda 

The order of business at the share- 
holders’ meeting, as set out in the 
agenda, is programmed as shown op- 
posite. 

It will be noted that there is ample 
opportunity for expression of the 
shareholders’ wishes and for discus- 
sion during the meeting. 


The newly elected directors usuaily 
meet immediately following the an- 
nual meeting of shareholders to ap- 
point officers for the ensuing year. No- 
tice is seldom required since the hold- 
ing of the organization meeting is or- 
dinarily set out in the by-laws as a 
regular annual function. 

To complete his duties in connec- 
tion with the shareholders’ meeting, 
the secretary will inform the audi- 
tors by letter of their appointment, or 
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AGENDA 
-Annual General Meeting of Shareholders 
aoe 2 se 
1. Chairman Mr. Smith will preside. 
2. Secretary Mr. Jones will act as secretary. 
3. Notice Secretary will read and table notice of meeting and certificate of 
mailing. 

4, Quorum Chairman will read into the record the share representation, an- 


nounce that a quorum is present, that the meeting is properly con- 
stituted and that it will proceed to business. 

. Minutes Secretary will read the minutes of the previous annual general meet- 
ing of shareholders. 


OU 


Chairman will invite a motion of adoption. 
6. Annual report Treasurer will table the annual report, read the auditor’s certificate 
and comment on the year’s results. 
7. Chairman’s Chairman will address the meeting and at the conclusion: 
address Move that the annual report be adopted. 
After the motion has been seconded — 
Chairman will announce that the meeting is open for discussion of 
the annual report. 
Discussion. 
Chairman will put the motion. 
8. Election of Chairman will declare the meeting open for nomination of directors. 
directors) Chairman will ask if there are any further nominations. 
Chairman will invite a motion to close nominations. 
Chairman will invite a motion authorizing and directing the secre- 
tary to cast a single ballot for the election of those nominated as 
directors. 
Chairman will instruct the secretary to cast the ballot. 
Chairman will declare those nominated elected as directors for the 
ensuing year. 
9. Appointment of Chairman will invite a motion for appointment of auditors. (If 
auditors necessary, the fee will be included in the motion. ) 
10. Other business?. Chairman will announce that the regular business is concluded and 
ask if there is any further business. 
11. Adjournment Chairman will invite a motion to adjourn. 


1 If there are more nominations than board vacancies: 
Chairman will invite a motion to close the nominations. 
Chairman will announce that a ballot is required and, with the concurrence of the meet- 
ing, invite a motion to appoint scrutineers (if they have not been appointed earlier in 
the meeting). 

Chairman will request that ballot forms be distributed and declare the poll open. 
Chairman will ask the scrutineers to collect the ballots and prepare their report. 
Chairman will suggest the meeting proceed, pending receipt of the scrutineers’ report. 
If a scrutineers’ report is awaited: (1) chairman will invite a motion to recess until a 
later time or date, or (2) chairman will request the scrutineers to present their report 
on the election of directors. Chairman will declare the election of new directors. 


to 
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vance. The corporate secretary is 
re-appointment, and inform any ab- 
sentee directors of their election to the 
board for the ensuing term. It is cus- 
tomary, too, to distribute to all share- 
holders a post-meeting summary of 
the proceedings. While this is de- 
signed primarily for those who were 
not able to attend, it is of some in- 
terest to all, particularly when the 
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addresses delivered at the meeting are 
reproduced for reference and leisurely 
reading. 

The corporate secretary is always 
aware that the creation of an atmos- 
phere conducive to the harmonious 
and constructive exchange of views, 
thoughts and opinions is a fundamen- 
tal necessity in properly preparing for 
corporate meetings. 








The Regulation of Change 


If the world is in a constant state of flux, what shouid management do 
about it? Should people pretend that nothing changes and seek to prevent 
change? Or should they, recognizing that change is unavoidable, seek to 
achieve continuous change, where nothing is allowed to remain static for 
more than a second? Managers of both persuasions are numerous and can 
sometimes spin a good yarn in favour of their peculiarities. But in most 
cases they will be simply magnifying their own personalities into respectable 
“policies” without regard to the reality they face. A few will in fact be 
concerned with activities that legitimately require a deathlike hush or a 
frenetic commotion — undertaking, for example, or some popular enter- 
tainers. 

For the vast mass of managers, however, the only sound attitude is one 
that regards change as something necessary and valuable, that has to be 
studied, understood and planned as has every important element of their 
work. Sound management must aim at the deliberate cultivation of de- 
sirable changes, which can only be identified on the basis of an honest assess- 
ment of the condition and needs of their company. If your sales are going 
down, there is something wrong with your product, if only because of a 
change in taste, and you have to decide what to do to change the condition 
of decline. The right decision may involve exhaustive market and technical 
research that will produce a confusing, possibly conflicting, mass of informa- 
tion. But the information is likely to be more objective and reliable than the 
“experienced guess” that has guided the company masterfully to its present 
position of decline. The information will not usually produce an unarguable 
conclusion, and management is still needed to make the best possible de- 
cision. 

— Stanley Hyman, “Management and Innovation”, 
The Secretary, May, 1960. 
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Life Insurance in 


Estate Planning - I 


HOWARD J. CROFTS, C.L.U. 





IN THIS ARTICLE, it is the intention 
to discuss life insurance as a “tool” of 
the estate planning team and, in the 
main, to relate it to planning the es- 
tate of the individual who is active in 
and/or owns all or part of a business. 
Many of the problems encountered 
are common to all types of business 
interests, whether sole proprietor- 
ships, partnerships or corporations; 
others are peculiar to a_ particular 
kind of interest. 

Three main problems that will de- 
termine the uses of life insurance in 
estate planning are: 

1. The need for adequate liquidity. 


2. Provision for continuity of man- 
agement and adequate financing 
where the business is to be retain- 
ed as an estate asset. 

3. Ascertaining the best market 
where the business interest is to 
be sold. 


Liquidity 

The need for adequate liquidity is 
one of the most common problems 
encountered. Where are the neces- 
sary funds to be found within a short 
time of death to meet such obliga- 
tions as estate taxes, succession duties, 
last expenses, legal, accounting and 
other costs incidental to death and, in 
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some cases, provision for cash be- 
quests made by will? 

What solutions are there for the 
problem of liquidity where the major 
asset in the estate is a business in- 
terest? 

(a) By the sale of assets — If the 
client owns marketable assets, these 
could be sold. However, liquidating 
them within a short period of time 
might be expensive. Further, unless 
these assets are substantial as related 
to the value of the business interest, 
their sale to provide liquidity would 
leave the business interest as the ma- 
jor estate asset. Thus, if the client 
dies, his family could be completely 
dependent on the successful future 
operation of the business. 


(b) By the sale of the business in- 
terest — To depend on finding in a 
short period of time a buyer who will 
pay fair value for the interest, may 
not be realistic. If the interest is a 
minority one, the problem is obvious- 
ly much greater; but even with a ma- 
jority interest, a forced sale is not 
likely to produce fair value in the av- 
erage situation. 

(c) By borrowing the necessary 
funds — To depend on the ability of 
the executors to borrow or secure an 
extension of time for the payment of 
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taxes (dependent on the Minister’s 
discretion) would certainly involve 
risk for the estate. In order to secure 
tax releases, the taxes would have to 
be secured or money borrowed from 
an outside source. At any given time, 
this might be impossible, or possible 
only at prohibitive cost. In this con- 
nection, it should be kept in mind 
that the interest on money borrowed 
to pay duties or estate taxes, as dis- 
tinct from interest on such unpaid 
taxes, is not deductible from income. 
How can businessmen who may have 
problems borrowing money during 
their own lifetime expect that their 
executors will be able to do so? The 
loss of a key man owner who has pro- 
vided successful management will 
most likely affect credit adversely. 

On many occasions, life insurance, 
if available, can provide not only the 
best solution but the most economi- 
cal one. A regular annual outlay 
would guarantee the necessary funds 
being available. The matter of the 
ownership of the life insurance to 
provide liquidity should be given 
careful consideration and will be 
dealt with in the second section of 
this article. 

Readers will recall the statement of 
H. Heward Stikeman, Q.C. in his ex- 
cellent article, “A Lawyer Looks at 
the Accountant in Estate Planning”, 
published in The Canadian Chartered 
Accountant, June 1960. “As far as 
possible, matters should be arranged 
so that the client’s funds are not used 
to pay what death duties may arise. 
Insurance companies have facilities to 
prevent this.” 


Business Interest to be Retained 
Where it is desired that the busi- 
ness interest be retained as an asset 
of the estate, there are two major fac- 
tors to be considered: (1) Will the 


corporation have adequate capital 
and credit available to operate suc- 
cessfully? (2) Is capable manage- 
ment available? 

In regard to the first of these prob- 
lems, after the liquidity needs of the 
estate have been met, will there be 
adequate funds available to continue 
the business? The death of the client 
will often use up all the liquid funds 
and also curtail normal bank credit. 
Further, suppliers may not be as will- 
ing to provide credit for new and un- 
tried management. Under these cir- 
cumstances, life insurance could be 
the means of providing the necessary 
funds to solve these problems. Life 
insurance owned by the _ business 
could be used to retire or reduce ob- 
ligations of the business. It could be 
used to retire redeemable preference 
stock, reduce bank loans, pay off 
notes or mortgages, etc., and thus im- 
prove the financial position of the 
company, making its future more se- 
cure. 


Referring to the second problem 
(retaining or attracting capable man- 
agement ), if the business is to be con- 
tinued successfully, capable manage- 
ment is an absolute necessitv. If such 
management is not available today, 
part of the planning should be to pro- 
vide for the securing and the training 
of such management. The retention 
and/or the attraction of capable man- 
agement will be affected by a com- 
bination of factors. Adequate salaries 
and satisfactory working conditions 
are basic requirements. However, 
other “tools” can be very attractive to 
management. Some of these are: 

(a) Providing management with 
an interest in the business — The ac- 
quisition of the interest might be de- 
pendent upon the death of the client. 
An arrangement could be entered in- 
to with a key person (or persons) 














whereby he acquired such an interest 
in the event of the death of the 
client. This could be funded by life 
insurance owned by such employees 
on the principal’s life with premiums 
paid through a bonusing arrange- 
ment. 


(b) Employee Benefit Plans — 
These will help to retain and attract 
management. These benefits include 
group life insurance, weekly indem- 
nity, comprehensive health and acci- 
dent plans, and pension plans. 


A few years ago the president of 
American Telephone and Telegraph 
Company made the following state- 
ment in regard to the value of pen- 
sion plans as a method of executive 
compensation: “The company’s pen- 
sions are on a level with the leaders, 
not in advance of other companies, 
but well in the van. On that, your 
directors principally rely in attracting 
and keeping talent.” 


Emplovee benefit plans are attrac- 
tive from a company standpoint, and 
the government picks up a large per- 
centage of the cost because the con- 
tributions are a deductible business 
expense. 


(c) Deferred Executive Compen- 
sation — This is a relatively new de- 
velopment in the field of employee 
compensation. It is a selective meth- 
od of recognizing the contribution 
made by key personnel and helps the 
business retain their services by pro- 
viding an incentive and a reward to 
the executive who stays with the 
corporation. Under a deferred execu- 
tive compensation plan, a contract is 
entered into between the corporation 
and the executive or key employee. 
The employee and/or his beneficiary 
is guaranteed certain benefits in the 
event of his death, disability or retire- 
ment. Any retirement benefits are 
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supplemental to his normal pension 
benefits. In the event of death prior 
to normal retirement, the employee's 
beneficiary is guaranteed an income 
for a specified period. The benefits 
under the contract are dependent on 
the employee remaining with the 
company until death or retirement, 
and also fulfilling certain perform- 
ance requirements. In this connec- 
tion, a word of caution is necessary. 
Because of various tax consequences, 
a very carefully drawn contract is es- 
sential if this type of plan is being 
contemplated. The deferred executive 
compensation plan makes possible 
the prospect of substantial future 
benefits to the executive without at- 
tracting any immediate tax liability. 
The very substantial contingent lia- 
bilities under such a contract make it 
advisable to consider the underwrit- 
ing of these risks through special 
plans of life insurance. 


(d) Split-dollar Plans — This, 
again, is a method of providing 
special benefits for selected personnel. 
In a sense, the policy of insurance is 
split between the company and the 
executive. It can provide substantial 
insurance coverage for the employee 
at very low cost. The interest of the 
company is limited to the cash value 
of the policy and the remainder goes 
to the employee. The first premium 
is paid completely by the employee; 
thereafter the company pays the 
premiums to the extent of the in- 
crease in cash value, with the em- 
ployee paying the small balance and, 
after a period of time, perhaps no 
premium at all. 


There are some taxatica aspects of 
split-dollar insurance that should be 


‘considered. First, it may be danger- 


ous to use this type of arrangement 
where the employee is also a share- 
holder, as it might be construed that 
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a benefit was being conferred upon a 
shareholder by the use of this in- 
surance technique. Sometimes a loan 
is made to the employee to help fi- 
nance the first year’s premium. If 
he is a shareholder, this might attract 
tax to the employee under section 8 
of the Income Tax Act. Under sec- 
tion 3(1)(m) of the Estate Tax Act, 
all policy proceeds may be included 
in the estate of a deceased person if 
he had held any ownership interest in 
an insurance policy. This would ap- 
pear to be true even though the full 
policy proceeds did flow to him. One 
method of handling this particular as- 
pect might be to provide that the em- 
ployee (where he was not a share- 
holder) own the policy. The por- 
tion of the premium equivalent to the 
cash value would be treated as a loan 
by the company to the employee. 
This loan would be a liability against 
the policy and could be deducted in 
determining the value for estate tax 
purposes. 

(e) Registered Retirement Savings 
Plans — In 1957, legislation was in- 
troduced whereby contributions to a 
registered retirement savings plan can 
be deducted from income within the 
limits provided by section 79B of the 
Income Tax Act, for the purpose of 
computing income tax. Life insur- 
ance to the degree that it contains a 
saving element can be made to quali- 
fy under this legislation. It is there- 
fore possible to use this as a method 
of providing a selective pension for 
certain individuals without going 
through the formalities of setting up 
and qualifying a registered pension 
plan. It should also be kept in mind 


that the registered retirement plan 
can often be used advantageously for 
sole proprietors and partners. 

(£) Special Coverages — Over and 
above regular group plans, special 
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benefits can be arranged for selected 
key personnel in the event of their 
death or disability. These could be 
funded by policies of life insurance 
on their lives. The proceeds of such 
policies could be paid as a death 
benefit to the widow of the deceased 
employee and would only be taxable 
to the extent that they exceeded the 
provisions of section 139(1)(j) of 
the Income Tax Act. The value of 
such payment would, however, at- 
tract estate tax. Such payments, so 
long as they were considered reason- 
able, would appear to be deductible 
by the company. 


(g) Key-Man Insurance — Under 
this plan, life insurance is purchased 
by the company on the life of the 
key man and the proceeds are pay- 
able to the company. Key-man in- 
surance is generally arranged for one 
of the following reasons: 


1. To provide protection for the com- 
pany itself against serious loss, 
for example, the loss of a sales 
manager who has personal access 
to certain markets; the loss of an 
executive who has been in charge 
of a successful development; or to 
offset the loss of the key man 
owner with the resulting possible 
effect on the earnings and the 
credit of the company. Receipt of 
$100,000 of insurance proceeds in 
the event of the death of a key 
man might represent the profit on 
gross sales of $2 to $3 million. 

To provide cash for the company 

to redeem outstanding preference 

shares or retire notes. 

3. To retire bank and other indebt- 
edness and/or to protect the credit 
of the company. 

4. To provide cash for the corpora- 
tion, which may wish to make 
payments to the family of the de- 


bo 
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ceased key man, or to the estate of 
a deceased shareholder. For ex- 
ample, in the event of the death 
of a key man who was a majority 
or substantial shareholder, it could 
be of great advantage to his es- 
tate to receive cash, that could be 
available from the capitalization 
and the distribution of surplus as 
provided for in section 105(1) 
and (2) of the Income Tax Act. 


The above methods whereby spe- 
cial benefits may be provided for 
selected key or executive personnel 
can be of real benefit in tying them 
to the company. 


Any business life insurance owned 
or contemplated by a corporation on 
the life of a controlling shareholder 
should be assessed in the light of the 
new Estate Tax Act. Further refer- 
ence will be made to this matter 
when ownership of life insurance is 
discussed in the second part of this 
article. 


Very often the reason for desiring 
that a business be retained in the 
estate is to give the sons the oppor- 
tunity of running the business and 
later owning it. If there are young 
sons, then obviously such a plan is 
going to be dependent upon capable 
management continuing the business 
successtully until the sons can take 
over. Under such circumstances, the 
conditions under which capable man- 
agement can be retained must be 
very attractive. Some of the plans 
mentioned previously might provide 
part of the ‘solution to this problem. 


On the other hand, where the sons 
are presently engaged in the business, 
are they sufficiently experienced to 
operate the corporation so that it will 
earn the substantial profits required 
to maintain their own families, their 
mother and perhaps also brothers 


and, in particular, sisters? Will they 
be able to secure adequate bank 
financing and the credit necessary for 
the successful continuation of the 
business? It might be advisable for 
the father to enter into an agreement 
with the sons that, in the event of his 
death, they purchase all or part of the 
business. Such an arrangement could 
be funded with life insurance owned 
by the sons on the life of their father. 
On the death of the father, the life in- 
surance would be used under the 
terms of the agreement to purchase 
shares owned by the father. This 
would provide cash to the estate for 
taxes, duties and other purposes. To 
the extent that the cash exceeded the 
amount required for estate liquidity, 
the widow and daughters would be 
less dependent on the success of the 
business for their future income. Such 
an arrangement may be an econom- 
ical way of providing liquid funds, 
particularly if the present incomes of 
the sons are low as compared with 
that of their father. By increasing the 
sons’ responsibilities, their incomes 
could be increased and with the in- 
crease they could pay the life insur- 
ance premiums. 


Business Interest to be Sold 


Because of the lack of competent 
management, or the very common 
conflict of interest between an estate 
and a surviving shareholder or part- 
ner, it is very often advisable to con- 
sider the sale of the business interest. 
For example, a surviving shareholder, 
if actively engaged in the business, 
would continue to receive his normal 
salary. His interest, therefore, would 
not necessarily be in receiving divi- 
dends. It might be in the best interest 
of the business to plough back profits. 
On the other hand, the estate of the 
deceased would no longer be receiv- 
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ing salary and might be in very real 
need of dividend payments. 

If, in the event of death, the busi- 
ness is to be sold, the executors and 
trustees should have adequate funds 
to continue the business until such 
time as a satisfactory buyer can be 
found. 


Very often a more satisfactory sale 
can be arranged with present em- 
ployees or a surviving partner or 
shareholder. A _ buy-sell agreement 
could be entered into whereby the 
owner agreed to sell his interest and 
the survivors in turn agreed to pur- 
chase, on a predetermined basis. Life 
insurance is the best solution to fund- 
ing this agreement because it guar- 
antees the availability of the neces- 
sary funds. Such funding by life in- 
surance could be in full or in part. 
This arrangement has the following 
advantages: 

1. The agreement guarantees the 
market and fixes a price, with life 
insurance providing the money. 
This is to the advantage of the 
estate of the deceased. From a 
planning standpoint the value of 
the asset and the amount of cash 
that can be realized can all be de- 
termined beforehand. It should 
be kept in mind that the price 
provided by the agreement will 
not necessarily be accepted for 
estate tax purposes. 


The agreement made between the 
parties best qualified to make it 
eliminates unpleasant subsequent 
negotiations with the widow or 
other beneficiaries. 


bo 


3. The survivors will not be under 
pressure by the executors who are 
anxious to settle the estate. The 
survivors will own and control the 
business. 


The drafting of an adequate buy- 
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sell agreement should be a team 
effort. The lawyer draws the docu- 
ment; the accountant helps to arrive 
at price and any formula for adjust- 
ing price and, if necessary, the terms 
of payment; the life underwriter deals 
with the insurance aspects in terms of 
the agreement relating to life insur- 
ance. Where a corporate trustee is to 
act, the trust officer should also be a 
member of the team. 


Partnership Interests — It should be 
kept in mind that in the absence of 
special arrangements, death legally 
dissolves a partnership and the sur- 
viving partner or partners become, in 
effect the liquidating trustees for the 
interest held by the deceased’s estate. 
They cannot involve the business in 
further commitments, except at their 
own risk; they must render an ac- 
counting to the executors of the de- 
ceased’s estate. If no special provi- 
sions are made for the continuation of 
the business, the situation will be 
most awkward for all concerned. A 
proper partnership agreement includ- 
ing a buy-sell arrangement would be 
most advisable. 


Professional Partnerships — In such 
cases, buy-sell agreements pose some 
problems because there are likely to 
be changing interests among the dif- 
ferent partners. This is particularly 
true where junior partners are being 
taken in and moved up in the part- 
nership. In this type of situation 
where a buy-sell agreement is to be 
entered into, it might best be made 
only among the senior partners. A 
buy-sell agreement provilling for the 
payment of a capital sum by surviv- 
ing partners to the deceased’s estate 
is simple, and there are no income tax 
problems. On the other hand, prob- 
lems can arise where an agreement 
provides for taking a widow into the 
partnership and sharing in the profits. 











This, however, would not be possible 
in most professional partnerships. 
Any arrangement that spreads the 
payments over a period of time runs 
certain risks; economic conditions 
could affect the ability of the surviv- 
ing partners to continue the payments 
in the event of a further death. What 
liability is there between surviving 
partners? If all partners were to die, 
how could payments be made? 


If the client has no family that is 
interested in continuing the business, 
he may desire to make the business 
available to a group of employees. 
An arrangement could be made 
whereby the business interest is to be 
sold to a group of key employees. 


Such an arrangement can assure the 
owner of the business a market at a 
fair price and also guarantees con- 
tinuation of employment and recog- 
nition to those who helped to build 
the business. Very often the owner is 
prepared to bonus employees through 
salary adjustments, so that they can 
pay for life insurance to fund the 
buy-sell agreement. This recognizes 
the contribution made by the key 
employees to the development of the 
business, and further, the difference 
in price between such an arranged 
sale and a sale on the open market at 
the owner’s death may be advantage- 
ous to his estate. Should the owner 
decide to retire and then sell to em- 
ployees, the cash or loan values of the 
life insurance could provide a down 
payment for the purchase at that 
time. Provisions for sale at retirement 
may or may not be a part of the 
original agreement. 


Criss-Cross Plan 

In regard to underwriting the life 
insurance, the most satisfactory ar- 
rangement is that the life insurance 
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be purchased on a criss-cross basis. 
Under this plan, each party applies 
for and pays all the premiums on the 
life of the other party (partners or 


shareholders). The policy is made 
payable to the applicant, and the ap- 
plicant owns the policy. The corpora- 
tion or partnership may issue cheques 
for the premiums, provided the full 
amount of the premium on “A’s” life 
is charged to “B’s” personal account, 
and vice versa. In some cases the 
agreement provides for the use of a 
trustee. Under this arrangement the 
business interests are assigned to the 
trustee, and the policies made pay- 
able to him. On the death of one of 
the parties, the trustee would turn 
over the deceased’s business interest 
to the survivors and pay over the 
insurance proceeds to the estate of 
the deceased. This arrangement 
avoids any possibility that the agree- 
ment will not be carried out. One of 
the greatest advantages of a criss- 
cross purchase of insurance is its free- 
dom from tax complications. Under 
this plan, when a party to the agree- 
ment dies, the proceeds belong to the 
survivors providing they alone have 
paid the premiums and, therefore, it 
does not form part of the deceased’s 
estate. This avoids all possibility of 
estate tax and succession duty com- 
plications. 


Difference in ages between parties 
can cause a wide variation in the 
amount of premiums payable. This, 
however, is equitable because the 
chances of the older party dying are 
greater. In some _ situations the 
younger party cannot afford the 
higher premium. This may require 
reducing the amount of coverage, 
with provision for the purchase of the 
older party’s interest on more liberal 
terms, or the older party might lend 
or give money to cover the difference 
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in premium, accepting notes to cover 
any loan which would be payable to 
his estate. In the event of the older 
party's death, the younger would 
own the business and, as the notes 
became due, their payment could be 
arranged out of earnings. 

Some of the many applications of 
life insurance in solving the prob- 
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lems of liquidity, retaining and secur- 
ing competent management, and 
creating a market for a business in- 
terest, have been indicated. In part 
II of this article, problems arising in 
connection with buy-sell agreements 
will be discussed and different meth- 
ods of ownership of life insurance will 
be outlined. 


The Wart Hog Affair 


On May 5, the Minister of Agriculture, Fisheries and Food was asked 
in the [British] House of Commons how much it had cost to prepare and 
present the Order, dated April 7, authorizing the landing of two more wart 
hogs, and why further importation of wart hogs had taken place. The 
Minister replied that the total cost of preparing, duplicating and publishing 
the Order and presenting it to Parliament had been estimated at £14 (thus 
no doubt bringing unholy joy to the heart of Professor Parkinson in his cam- 
paign to cut down waste in the government and in particular in H.M. 
Stationery Office). The questioner’s point was that the same machinery had 
already been used for the importation of an earlier wart hog, and he thought 
the repeated outlay rather costly for pets. The Minister, sensing deep 
water, queried the use of the term “pets” and said that he was considering 
making standing orders to cover similar importations. He was not to escape 
so easily, however, as a second member kindly pointed out to him that if the 
two wart hogs under discussion had been of opposite gender there would 
have been no necessity for this. A third member thereupon intervened to 
ask his right hon. Friend to take steps to see that people did not mock these 
animals. “They feel it very deeply”, he said. The Minister had had enough 
and firmly ended the exchange by replying: “My hon. Friend has a very great 
knowledge of these matters, and we all appreciate the great efforts he makes 
to ensure that the sensitivity of these animals is kept properly in mind”. 

Honours about even, we venture to think. But it would be interesting 
to know more about the basis on which the figure of £14 was arrived at. 
Was it marginal costing? Was anything allowed for overhead? Was the 
cost of making the calculation included? And so on. 

— The Accountants’ Magazine, June, 1960. 
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How the 
PUBLIC ACCOUNTS 


Committee 


Functions 


Public Accounts is one of the im- 
portant committees of the House of 
Commons. This committee sits under 
the chairmanship of Alan Mac- 
naughton, Q.C., M.P., Liberal Mem- 
ber of Parliament for Montreal-Mt. 
Royal. Mr. Macnaughton has been 
chairman since the committee was 
first organized by the present govern- 
ment during the 1958-59 session. 


The federal government is the 
largest single enterprise in the nation. 
It is Canada’s largest employer. It 
collects the largest amount of money 
from the Canadian people for its ser- 
vices. It is the nation’s largest 
spender. The Canadian people have 
the right to expect that the services 
they demand of the government are 
provided at a fair and reasonable 
cost. They have the right to inquire 
through parliament into the spending 
of their money and to learn if it has 
been spent wisely and honestly. 

We are apt to lose sight of the size 
of the federal budget. Too often we 
fail to realize the pace with which 
government expenditures increase, 
and in the past decade the pace has 

een rather breathless. 

In 1949 the expenditures of the 
federal government — and I am using 
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current dollars — amounted to $2,174 
million. The surplus in that year was 
$480 million. In 1959 the expendi- 
tures amounted to $6,359 million and 
the deficit was $399 million. In other 
words, in the short space of ten years, 
expenditures increased three-fold. 

In the 10-year period, 1949-59, the 
gross national product increased by 
52%, and the population of Canada 
rose by 30%. 

I cite these figures merely to show 
the dimensions of the problem and to 
emphasize the need for careful scruti- 
ny of the spending of the taxpayers’ 
money. 

There are many reasons for this 
increase: 

The rising cost of goods and services. 

The costly hardware which a country 
must have to defend itself in these 
days of missiles and the threat of 
nuclear warfare. 

The increasing number of social ser- 
vices. 

The demands made by the public on 
governments. 

The public, by choice, has come to 
rely upon governments, in particular 
the federal government, for services 
which formerly were either unattain- 
able or only available to individuals 
of means. 

No matter what the reasons are for 
the increase in the expenditures of 
governments, the fact is that govern- 
ments today have at their disposal 
huge sums of money to spend. These 
are public funds. 

If an individual invests his money, 
he is assured of an accounting by 
management. The safeguards are 
either prescribed by law or voluntar- 
ily initiated by business. Surely the 
public is entitled to the same safe- 
guards and scrutiny of the spending 
of their money by governments. 
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Watching the Public Purse 


The aim of the Standing Com- 
mittee on Public Accounts is to en- 
sure parliamentary control over pub- 
lic funds. It asks: Was the public 
money spent as directed? Was due 
economy used? Was a high standard 
of public morality maintained in all 
financial transactions? If not, why 
not? The committee is empowered to 
call for persons and papers and to 
make a thorough examination. 


Aside from a few exceptions, the 
Public Accounts Committee as set up 
in Canada many years ago, domin- 
ated as it was by a majority from the 
government in power, saw to it that 
mistakes were often smothered by the 
“will of the majority”. Opposition 
members on the same committee did 
their best to ferret out the misdeeds, 
waste and extravagance and to pub- 
licize it. Over the years, the com- 
mittee earned the nickname of “the 
scandal committee”. 


I do not think it is going too far to 
say that governments in power were 
never too enthusiastic about calling 
the committee into being, and when 
they did so, considered it as a neces- 
sary evil. 

The present committee was estab- 
lished by parliament in 1958. The 
Prime Minister, Mr. Diefenbaker, said 
in the House at the time: 


“What about the committee on 
public accounts? I have been here 
since 1940 and whenever that com- 
mittee was convened it was impos- 
sible to bring up any matter except- 
ing those matters desired by the 
majority. I am now asking that this 
committee be made effective, and I 
doubt whether it would have been 
thought that action of this kind would 
be taken so early in this first session 
of parliament. I want to see that an 
effective committee is formed, not 
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just a body set up for decorative pur- 
poses. We intend insofar as that com- 
mittee is concerned to propose that a 
member of Her Majesty’s loyal op- 
position be chairman of that commit- 
tee in order to ensure its effective- 
ness.” 


Prior to his government taking 
office, the Prime Minister had repeat- 
ed time and again that he intended 
to establish a standing committee on 
public accounts modelled after that 
of the British House of Commons. 


Format of Committee 


The present committee consists of 
50 members of the House of whom 
38 are from the government side and 
12 from the opposition (10 Liberals 
and 2 CCF). The work of the com- 
mittee is directed by the chairman 
and a small steering committee assist- 
ed by the auditor general and his 
staff. 


The committee is instructed by the 
House to review the auditor general’s 
report and to inquire into, and 
examine, the accounts of all govern- 
ment departments and agencies and 
those of the Crown companies. 


The work of the committee de- 
pends in a large measure upon the 
advice and assistance of the auditor 
general who enjoys a rare independ- 
ence in terms of a public servant. He 
is responsible to parliament and not 
to the government. He cannot be 
removed from office except by joint 
action of the Commons and_ the 
Senate. 


In my study of the British counter- 
part of my committee, in talks with 
its chairman and with the British 
comptroller and auditor-general, I 
came to the conclusion that there are 
procedures which should be adopted 
by our committee. 
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My first suggestion is that the size 
of the committee be reduced. The 
present membership is 50, and I think 
a membership of 20 to 25 would be 
adequate. Large committees, wheth- 
er they are in parliament, business or 
elsewhere, are never really effective. 
I believe, too, that the members of 
the committee should be selected on 
a basis of their background so that 
the committee would have represen- 
tatives of business and the profes- 
sions. 

I suggest also that the committee 
should meet in camera. This sugges- 
tion has been made before and arous- 
ed considerable controversy in the 
newspapers across the country. This 
method is followed in England where 
it has proved highly successful in 
bringing about a non-political atti- 
tude and complete objectivity of the 
members, regardless of party. 


It also has the advantage of pro- 
viding the right atmosphere where 
civil servants and witnesses may an- 
swer freely even the most embarrass- 
ing questions. The net result is that 
the committee often proves of great 
assistance in the discovery of errors 
and omissions which could not have 
been foreseen and in the making of 
suggestions for improvement which 
the Deputy Ministers, the operating 
heads of departments, appreciate. 

I am well aware that the American 
system of open committee meetings 
with television and radio make for ex- 
citement and more interesting head- 
lines, but that is not the purpose of 
this committee. 

It follows that if the meetings were 
held in camera, periodical reports 
should be issued and also that all the 
evidence should be published with 
only those questions and answers de- 
leted which the public interest re- 
quired. 


In England this procedure is fol- 
lowed, and the deletions from the 
evidence over the past few years have 
amounted to %%. In order to ensure 
complete integrity, the full evidence 
would be available for examination 
by any member of parliament. 


Scrutinizing Crown Corporations 

I believe that Crown corporations 
should come in for closer financial 
scrutiny by parliament. The federal 
government has upwards of $4% bil- 
lion of the taxpayers’ money invested 
in Crown corporations and agencies, 
but only a handful of this large group 
of organizations comes under scrutiny 
by parliament. 

This year we are in the process of 
examining two of the 22 Crown corp- 
orations referred to us. I hope that 
in this way we will have established 
a precedent which will mean that in 
future years Crown corporations and 
agencies will be subject to the scrut- 
iny of their affairs at least as close 
as that given to departmental esti- 
mates. 

Because of access to low-interest or 





Ihe address on which this article is based 
was delivered by Mr. Macnaughton at the 
University of Montreal on June 21 at the 
annual conference of the Institute of Char- 
tered Accountants of Quebec. With the 
Public Accounts Committee chairman 
(right) in this photograph are J. Emile 
Maheu, outgoing president of the Quebec 
Institute, and M. L. Watt, president-elect. 
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free capital provided by the Canadian 
taxpayers, Crown corporations at first 
sight appear to compete unfairly with 
non-governmental business and indus- 
trial enterprises that serve the public. 
However, in dealing with those 
Crown corporations which do com- 
pete in public, it is my opinion that 
their dealings should be examined in 
camera because it is manifestly un- 
fair to disclose their trading secrets 
to their competitors. 

The pyramiding of spending at all 
levels of government requires the 
closest scrutiny. Federal government, 
for instance, advances money to the 
provinces for the construction of hos- 
pitals and the Trans-Canada High- 
way. In terms of the taxpayer, the 
sharing of costs between governments 
raises a far more complex problem 
than the mere checking on the expen- 
diture of public funds. 


Blurred Boundaries 


It is a fact that the federal govern- 
ment is spending for purposes that 
are provincial and that the provinces 
are absorbing costs that are munici- 
pal. Sometimes this takes the form 
of a carrot dangled over the fence— 
the superior authority offering to 
share in the cost of a service which is 
the responsibility of another. This 
unquestionably results in the provi- 
sion of useful services which might 
otherwise be deferred. On the other 
hand, spending may be on a scale 
that local circumstances do not neces- 
sitate. In short, my plea is that we 
should never forget that it is the same 
taxpayers who are financing all levels 
of government and that they should 
enjoy reasonable protection. 

In a democracy public opinion 
must ever be on the alert, and it can 
never be overlooked that the size of 
administrative organizations and the 


influence of those who head them are 
regulated by the spending outgo. 
Economy comes through pin-pointing 
responsibility, and it is a truism in 
public administration that a rationali- 
zation of public costs is never achiev- 
ed by cutting off a few employees— 
services have either to be abandoned 
or made self-supporting. 

Some spending boundaries are so 
blurred that the taxpayer does not 
and cannot know whether he is get- 
ting a fair run for his money. It is 
therefore of interest that the federal 
government is considering the setting 
up of a commission to investigate 
costs of departments. It will have a 
major task, but let us hope that it is 
also instructed to consider the need 
for an up-to-date classification of pub- 
lic-spending responsibilities and the 
checks which should automatically 
regulate where a department plans to 
spend in a field of another public au- 
thority. 

It is not so many years since Chief 
Justice Stone of the United States 
Supreme Court declared that the only 
benefit to which a taxpayer is consti- 
tutionally entitled is that derived 
from his enjoyment of the privilege of 
living in a civilized society “establish- 
ed and safeguarded by the devotion 
of taxes to a public purpose”. 

If that privilege of living in a so- 
ciety of our choice is not to become 
too costly, then we must look twice 
as hard at public spending as we do 
at private spending. Public spending 
lacks the initiative which the profit 
motive gives to business. If a busi- 
ness is being run inefficiently and un- 
profitably, we will work day and 
night to set it right, but when we 
come to deal with a big government 
department, our only tendency is to 
look at the estimates. 


Government spending has under- 
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gone three fundamental changes since the proposals for the immediate 

the end of the war: present while not always consider- 

1. A large part of government spend- ing the consequences for the fu- 
ture. 


ing goes on highly technical pro- : 
jects. These are difficult to esti- 3- At one time a request for supple- 


mate and usually cost more than mentary estimates, short of an em- 
budgeted for. ergency, was considered a black 


mark against the department and 


2. There is a much greater volume of a failure to properly estimate the 
government spending than hereto- needs. Today this attitude is 
fore and consequently opportuni- changing and the granting of sup- 
ties for greater waste, whether plementary estimates tends to be- 
due to political decision, indeci- come mete wad mone routine. 
sion or failure to stand up to the 


This all weakens Treasury control 
of the expenditures of public monies. 

For example, examination of the New methods are needed to tighten 
estimates is crammed into a short control, and one step in this direction 
time; members tend to concen- is a hard-working Public Accounts 
trate on the increases asked for Committee determined to see that its 
rather than demand economies in reports and recommendations are im- 
the static expenses. We examine plemented. 


pressures. 


A New Examination Hazard 


From time to time complaints are received from [U.K.] examination 
candidates about conditions in the examination room. How fortunate such 
candidates should consider themselves that they need only complain about 
matters of temperature or noise from adjacent buildings! How they should 
congratulate themselves on not being subjected to the hazards that confront 
examinees in some of the overseas centres! If, at future examinations, they 
are tempted to complain of some minor distraction, it may perhaps calm them 
to reflect upon the conditions revealed in the following extract from a letter 
addressed to the [Chartered] Institute [of Secretaries] from one of the exam- 
ination centres in Nigeria: 


“What might have developed into a serious situation occurred during 
the examination on Friday afternoon. A candidate, gazing through the only 
door of the examination room, saw an unusually large black (and, of course, 
most dangerous) snake wriggling in. The invigilator was warned: he pro- 
ceeded to rouse the messenger from his-siesta, and between them they foiled 
this attempted take-over bid, which, had it been successful, would have been 
bitterly resented, but undisputed, as all the candidates would have withdrawn, 


in great disorder, through the windows.” 
—The Secretary, July 1960 
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Accounting Research 


QUALIFICATIONS IN THE AUDITOR'S 
REPORT 


R. D. Thomas, C.A. 
C.1.C.A. Research Director 


The Committee on Accounting and 
Auditing Research began work on a 
bulletin on “Qualifications in the 
Auditor’s Report” after the release of 
Bulletin No. 17 which dealt with the 
recommended form of report when 
the auditor made no qualification or 
exception in expressing his opinion on 
financial statements. Bulletin No. 18, 
now published, deals with the cir- 
cumstances necessitating a qualifica- 
tion and makes recommendations as 
to how a qualification in the auditor’s 
opinion should be reported. 


A study of published annual re- 
ports of Canadian companies over a 
5-year period disclosed a number of 
ambiguous auditors’ reports and of 
variations in interpreting the circum- 
stances normally calling for a qualifi- 
cation of opinion. As a result of this 
study and the experience of individual 
members of the Research Committee, 
there appeared to be a need to estab- 
lish some bench marks for the guid- 
ance of our members and the public 
alike. 

Most of the ambiguities were the 
result of expansions and comments 
which the committee felt were con- 
fusing because the auditor gave no 
indication of why such additional dis- 
closures were considered necessary. 
Some of the ambiguities might well 


have been intentionally made, with- 
out specifically qualifying the expres- 
sion of opinion, in an attempt to avoid 
responsibility in the event of future 
litigation over the matters mentioned. 
In order to avoid any uncertainty as 
to the significance of expansions and 
comments in the usual audit report, 
Bulletin No. 18 recommends that, if 
the auditor does not intend a quali- 
fication of his opinion, the additional 
information and explanations should 
be given in a separate report. If a 
separate report is not used, the bul- 
letin recommends that the additional 
information be given after the opinion 
paragraph. Of course, where the ad- 
ditional information is merely the 
wording necessary for strict com- 
pliance with a governing statute (for 
example, literal compliance with the 
Companies Act (Canada) requires 
the auditor to state “. . . I have ob- 
tained all the information and ex- 
planations I have required.”) then, 
to use the words of the bulletin, “ 
such statutory requirements can be 
met by a simple modification or ex- 
pansion of the recommended form 
of report”. It is to be hoped that the 
recommendations of our Committee 
on the Companies Act will soon be 
implemented so that such obsolete 
phrases now required by many Com- 
panies Acts will no longer clutter up 
auditors’ reports. 

The reports analyzed also disclosed 
obvious differences of opinion as to 
whether or not a qualification was 
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necessary where matters, which nor- 
mally would be expected to require 
a qualification of the auditor's 
opinion, had been clearly explained 
in the financial statements or notes 
appended to them. The bulletin 
points out that this type of disclosure 
does not relieve the auditor of his 
responsibility to qualify his opinion; 
however, it does point out that it is 
not necessary for the auditor to re- 
peat the information in his report 
as long as he specifically refers to 
it as the reason for the qualification. 


Another area in which there ap- 
peared to be variations in practice 
related to the disclosure of the effect 
which specific accounting deficiencies 
had in the financial statements. Bul- 
letin No. 18 covers this problem and 
recommends that, wherever possible, 
the effect of the deficiencies should 
be provided. 

In dealing with proper presentation 
of a qualified opinion, Bulletin No. 
18 recommends that, when the auditor 
intends to present a qualified opinion, 
the opinion paragraph should be 
modified by wording which clearly 
conveys his intention. In addition, the 
bulletin recommends that, where the 
qualification is due to an auditing 
deficiency, the details of the deficiency 
should normally be set out in the 
scope paragraph; where an account- 
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ing principle. is involved, the details 
should be set out in a separate para- 
graph between the scope and opinion 
paragraphs. 

In recommending practices to be 
followed in giving a qualified opinion, 
the bulletin recognizes that there may 
be circumstances where the auditor 
is unable to express even a qualified 
opinion as to whether or not the 
statements present fairly the financial 
position and the results of operations. 
However, as the bulletin points out, 
“.. . it is often desirable that he in- 
clude in his report information to 
describe what he has been able to ac- 
complish in his audit and to what 
extent the statements may, in his 
opinion, be relied upon”. Thus, the 
bulletin emphasizes the important dif- 
ference between an audit report deny- 
ing an opinion and the formal dis- 
claimer of opinion (see Bulletin No. 
13) which usually accompanies finan- 
cial statements prepared without an 
audit. 

It should be noted that this bulletin 
does not deal with another common 
cause of confusion for readers of audit 
reports, namely, reference therein to 
reliance on the work of other auditors 
when the auditor reports on consoli- 
dated statements. This subject is being 
studied by a special Research Sub- 
Committee. 


Bulletin No. 18 
August, 1960 
QUALIFICATIONS IN THE AUDITOR’S REPORT 


1. In Bulletin No. 17, the Com- 
mittee on Accounting and Auditing 
Research recommended a_ standard 
form of auditor’s report for use when 
the auditor is able to express an 
opinion on financial statements with- 
out qualification or exception. Oc- 
casionally the auditor is unable to ex- 


press such an opinion, and the com- 
mittee now wishes to suggest modi- 
fications of the standard report to 
meet this situation. 

2. Uniformity in the wording of 
qualifications is not possible because 
of the wide variety of situations en- 
countered. The committee believes, 
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however, that recognition of the basic 
purposes of qualifications in audit 
reports will contribute to clarity of 
expression by the auditor and hence 
to a better understanding by the 
reader of the significance of the quali- 
fications. 


3. The circumstances which pre- 
vent the auditor from giving an 
opinion without qualification or ex- 
ception usually involve: 

(i) Auditing deficiencies, including: 

(a) Failure to obtain essential 
information, and 

(b) Limitations in the scope of 
the examination. 

(ii) Accounting deficiencies, includ- 
ing: 

(a) Failure to disclose essential 
information. 

(b) Failure to adhere to gen- 
erally accepted accounting 
principles, and 

(c) Inconsistencies in the ap- 
plication of generally ac- 
cepted accounting prin- 
ciples. 


(iii) Disagreement on valuation. 


Recommendations for Qualified 
Reports 

4. The committee sets out below 
what it considers to be desirable pro- 
cedures in the various circumstances 
which normally require an exception 
to the auditor’s opinion. 


(i) Auditing deficiencies 


(a) FAmuRE TO OBTAIN ESSENTIAL 
INFORMATION 


5. If the auditor has been unable 
to obtain information which he 
deems essential to enable him to 
express an opinion without quali- 
fication, he should clearly set out 
the nature of the information he 


has been unable to obtain and 
qualify his opinion accordingly. 
(b) LrmrraTIONs IN THE SCOPE OF 

THE EXAMINATION 

6. If the auditor, either because 
of restrictions imposed upon him 
by his client or because of other 
circumstances, has not carried out 
some audit procedure that he con- 
siders necessary, this fact should be 
stated in the audit report and the 
opinion qualified in respect to the 
procedure omitted. 

7. In some instances, auditors 
have disclosed limitations in their 
examinations and at the same time 
have expressed an opinion on the 
accounts without qualification. The 
committee considers this practice 
undesirable. If the omitted pro- 
cedures are of sufficient signifi- 
cance to warrant a reference in the 
auditor’s report, then the auditor is 
not in a position to state that he 
has made such examination as he 
considered necessary and, accord- 
ingly, his opinion should be quali- 
fied. 


(ii) Accounting deficiencies 


(a) FAILURE TO DISCLOSE ESSENTIAL 

INFORMATION 

8. If the auditor considers that 
the statements do not provide all 
the information essential to a fair 
presentation of the financial posi- 
tion and operating results, he 
should disclose in his report such 
additional information as he con- 
siders necessary in the circum- 
stances. His expression of opinion 
should be qualified as dependent 
on this additional information. 

9. Occasionally the auditor is 
unable to form an opinion on the 
fairness or adequacy of an item in 
the financial statements because of 
uncertainties which cannot be re- 
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solved at the date of his report. 
Under such circumstances, where 
the item is significant, the uncer- 
tainty restricting the auditor's 
opinion should be disclosed and his 
opinion expressed as being de- 
pendent on the outcome of the 
matter in question. 


(b) FAmUuRE TO ADHERE TO GENERALLY 
ACCEPTED ACCOUNTING PRINCIPLES 


10. Where the auditor believes 
that the accounting treatment or 
presentation of some material item 
does not conform with generally 
accepted accounting principles ap- 
propriate in the circumstances, he 
should state in his report the basis 
of the lack of conformity and, if 
possible, give an indication of the 
effect which the use of the proper 
procedure would have had on the 
statements. His opinion should be 
qualified because of the failure to 
conform with generally accepted 
accounting principles. 


11. Where an auditor should 
qualify his opinion because of a 
lack of conformity with generally 
accepted accounting principles, he 
is not relieved from doing so by 
the disclosure in the statements, or 
the notes appended to them, of the 
lack of conformity. However, it is 
not necessary for him to repeat the 
information in his report so long as 
his report refers specifically to the 
information disclosed in the state- 
ments or notes and his opinion is 
properly qualified. 


(c) INCONSISTENCIES IN THE APPLICA- 
TION OF GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES 


12. When there is a significant 
change in accounting treatment, 
the auditor should explain clearly 
the nature of the change and in- 
its effect on the current 
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financial statements, unless the 
change and its effect has been 
explained in the statements or in 
notes appended to them. In any 
case, his expression of opinion 
should refer to the inconsistency. 
(iii) Disagreement on valuation 
13. If the auditor disagrees with 
the valuation of an item in the 
financial statements, he should 
qualify his opinion. His report 
should disclose the nature of the 
disagreement and the effect on the 
financial statements of using the 
valuation the auditor considers to 
be proper. 
Proper Presentation of a Qualified 
Opinion 
14. As indicated in the preceding 
paragraphs, proper presentation of a 
qualified opinion requires a clear ex- 
planation of the circumstances which 
prevent the auditor from expressing 
an opinion without qualification. The 
method of disclosure varies with the 
conditions encountered. Where audit 
procedures are involved, the usual 
practice is to set out the details in the 
scope paragraph of the report. Where 
accounting principles are involved, 
the details usually are set out in a 
separate paragraph between the scope 
and the opinion paragraphs, or, if 
they can be explained briefly, are 
included in the opinion paragraph. 
15. Proper presentation of a quali- 
fied opinion also requires that the 
opinion paragraph be modified by 
wording which clearly conveys the 
auditor’s intention to qualify his 
opinion. The committee emphasizes 
that, while the modifying words may 
vary, the words used should not only 
refer to the qualifying circumstances 
but should also specifically identify 
such circumstances as qualifications. 
It is therefore recommended that 
wording such as “with the exception 
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that”, “except for’, “with the excep- 
tion set out in the preceding para- 
graph”, “subject to the qualification 
that”, or “subject to the qualifica- 
tion set out in the preceding para- 
graph”, should be used in the opinion 
paragraph. 


Cases in Which No Opinion Should 
be Given 


16. In recommending procedures to 
be followed in giving a qualified 
opinion, the committee wishes to em- 
phasize that, when an auditor encoun- 
ters deficiencies or disagreements of 
the types set out in paragraph (3) of 
this bulletin, he must first decide 
whether he can express even a quali- 
fied opinion. 

17. In some cases, the auditing de- 
ficiencies may be so material that the 
auditor has no basis for an opinion 
as to whether or not the financial 
statements present the situation fair- 
ly; or accounting deficiencies may be 
so significant that the auditor cannot 
express his qualification so as to show 
clearly how, and to what extent, the 
statements are misleading. In such 
circumstances the auditor should re- 
port, giving his reasons, that he is 
unable to express an opinion as to 
whether or not the statements pre- 
sent fairly the financial position and 
the results of operations. However, 
it is often desirable that he include in 
his report information to describe 
what he has been able to accomplish 
in his audit and to what extent the 
statements may, in his opinion, be re- 
lied upon. 

18. An audit report containing a 
definite denial of an opinion should 
not be confused with the formal dis- 


claimer of opinion usually accom- 
panying financial statements prepared 
without audit. (See Bulletin No. 13). 
In the former case it is the deficien- 
cies encountered during the engage- 
ment which prevent an expression of 
opinion while in the latter it is the 
terms of the engagement which pre- 
clude an expression of opinion. 


Additional Information and 
Explanations 

19. Governing statutes under which 
the audit is performed sometimes re- 
quire certain information to be pro- 
vided by the auditor in addition to 
that included in the standard form 
of auditor’s report. In some cases, 
such statutory requirements can be 
met by a simple modification or ex- 
pansion of the recommended form of 
report. However, where the informa- 
tion is fairly lengthy, it should be set 
out in a separate paragraph after the 
opinion paragraph, with a reference, 
if appropriate, to the particular gov- 
erning statute which makes it neces- 
sary to provide the additional infor- 
mation. 

20. Auditors sometimes include in 
their report additional information 
and explanations which could be in- 
terpreted as indicating a qualification, 
although none is intended. The com- 
mittee is of the opinion that it is pre- 
ferable for such matters to be dealt 
with in a separate report but, if the 
auditor wishes to expand his formal 
report in this way, his opinion should 
first be given, together with any re- 
marks intended as a qualification of 
such opinion, before the additional 
information and explanations are pro- 


vided. 
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Practitioners Forum 


This month’s column is a condensa- 
tion of an address given by Gordon 
Kennedy, former public relations 
officer of the Canadian Institute of 
Chartered Accountants, to the 1960 
annual conference of the Institute of 
Chartered Accountants of Ontario. 


Pusiic RELATIONS AND THE 
ACCOUNTING PROFESSION 


Public relations is becoming an in- 
creasingly important tool of adjust- 
ment, interpretation and integration 
between individuals, groups and _ so- 
ciety. Understanding and support by 
the public are basic to existence in 
our competitive system. Knowing 
how to get along with the public is, 
or should be, important for everyone. 

To citizens in general, public rela- 
tions is important for many reasons. 
It helps them to understand the so- 
ciety of which they are a part, to 
know and evaluate the viewpoints of 
others, to lead in modifying condi- 
tions that affect them, to evaluate 
efforts made by others and to in- 
fluence courses of action. 

To the business or professional 
man, public relations is particularly 
vital because he deals with many 
publics: purveyors, workers, students, 
customers, clients, government, com- 
munity, retailers, wholesalers, stock- 
holders and bankers. 


What is Public Relations? 


Unfortunately the term “public re- 
lations” is loosely used and in the 


minds of many people has negative 
connotations. Frequently it is looked 
upon simply as an adroit means of 
making people like you and of pos- 
sibly leading them to think you are 
better than you really are. 

What is meant by public relations? 
Basically, public relations is revealing 
yourself to your best advantage in 
terms of your talents and interests, in 
accordance with high ethical stand- 
ards and good taste. But there is one 
vital prerequisite: that you must first 
have something worthwhile to reveal 
in character, ability and skill. Neither 
an individual nor a firm, nor for that 
matter a professional Institute, can 
have a good reputation without de- 
serving it. 

Certainly, columns and columns of 
newspaper coverage and dozens of 
television and radio interviews will 
not alone build good public relations. 
They help, because publicity is a very 
vital tool, although only one of many, 
in the achievement of good public re- 
lations. However, even the most com- 
plimentary coverage of the Institute’s 
professional activities and standards 
is useless if the actions of the individ- 
ual members and firms do not bear 
out this praise. 

It is easy to confuse publicity and 
public relations. Press clippings are 
not the only yardstick, nor are they a 
cure-all for a lack of understanding 
by the public. Publicity is what you 
say about what you are doing, where- 
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as public relations is what other 
people say about what you are doing. 

Several years ago Professor Virgil 
L. Rankin, of Boston University, said, 
“Good public relations are so simple, 
so easily acquired, so inexpensive and 
so downright sensible that they 
should be a well-defined part of every 
professional man’s program. There 
is nothing mysterious or complicated 
about them. There are no mystical 
forces to manipulate or understand. 
The professional man is practising 
public relations, good or bad, in every 
act of his waking life. He can no 
more escape the consequences of his 
actions than he can stem the tide. 
Everything he does, everything he 
says, contributes to the mosaic that is 
somebody's opinion of him. If his 
actions and utterances are such as to 
command respect and liking, then it 
may be said his public relations are 
good. If his deeds and words, on the 
other hand, are such as to make 
people lose respect for him, dislike 
and misunderstand him, then his pub- 
lic relations are bad. It is just as 
simple as that. The public relations 
of your profession are the sum total 
of the public relations of the individ- 
uals who make up the profession.” 

Now, to recommend some basic 
things which you can do individually 
to better the profession’s public rela- 
tions. Many of these suggestions are 
not aimed at most of you. But some 
of them can be put to use by each 
of you. 


Bankers 

More time and thought could be 
given to improving the relationship 
between auditors and bankers. To 
bring about greater mutual under- 
standing, use the opportunities pre- 
sented by club, church, and civic 
activities to get together with the 


banker away from the usual working 
situation. Have lunch with bank 
managers and their credit men to 
discuss mutual interests. Chartered 
accountants should get permission 
from their clients to discuss their 
affairs with the clients’ bankers. Some 
firms make a point of telephoning 
the banker to offer assistance when 
a client’s statement is to be used for 
credit purposes, should any further 
data be desired. 


This is good public relations. Offer- 
ing a service, not because of what is 
in it for you, but because you can 
be of some assistance, will bring 
greater respect for you and the pro- 
fession. This is one of the main paths 
to achieving your public relations po- 
tential. Occasional visits by the char- 
tered accountant to the local banker 
to discuss how well his reports have 
met the bank’s needs and to explore 
other common problems are favoured 
by many bankers. 

Some chartered accountants take 
the initiative and bring their clients 
and bankers together. Meetings with 
selected clients and their bankers can 
be held during the slack season to 
discuss the client’s specific problems 
and plans. By familiarizing himself 
with bank requirements as well as 
general business conditions, the char- 
tered accountant is better able to pre- 
sent the business viewpoint to banker 
and client. 


Some bankers feel quite strongly 
that chartered accountants are not 
aggressive enough in selling needed 
services to their clients. Active par- 
ticipation in local, provincial and na- 
tional organizations will impress the 
banker with your willingness to keep 
up to date and broaden your profes- 
sional qualifications. 


Many banks have periodic meet- 
ings of their credit men, and some 
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chartered accountants have had the 
opportunity to attend or participate 
in them. More group meetings of 
chartered accountants and _ bankers 
appear to be in order. However, as 
there is a limit to the value of group- 
exchanged ideas, these meetings 
should be supplemented by _ ex- 
changes between individuals. You 
would be wise to make a greater 
effort to cultivate the bankers’ know]- 
edge of the profession. 


The Canadian Institute of Char- 
tered Accountants is preparing a 
brochure which will explain in detail 
what is involved in an audit and the 
significance of the auditor's signature 
and qualifications. Copies of this 
brochure, prepared in cooperation 
with the Canadian Bankers’ Associa- 
tion, will be distributed to every bank 
manager in the country as an indica- 
tion of the accounting profession’s 
sincere desire to work with the bank- 
ers toward a greater understanding of 
each other’s problems. Preparing 
booklets is something the Institute 
can handle better than its individual 
members. But the achievement of the 
underlying objectives will depend 
largely on your attitudes and conduct 
in your day-to-day dealings with 
bankers. 


Clients 


Most clients know too little about 
their auditors and the range of 
services that they are competent to 
perform. They do not realize that 
their C.A.’s can contribute to business 
profits, other than in terms of obvious 
tax savings. Few small businessmen 
are doing methodical planning for the 
future in budgetary, tax or financing 
areas, 


There is a real job to be done in 
educating clients to think in terms of 
what help the C.A. can offer in such 
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matters as evaluating the adequacy of 
insurance, fidelity coverage, analyzing 
and controlling costs, analyzing re- 
ceivables, advising on credit policies, 
budgeting cash requirements, control- 
ling inventories and forecasting work- 
ing capital needs. 

Rarely does the C.A. volunteer his 
services; management is usually ob- 
liged to ask for aid. In some ways, 
this might be regarded as a happy 
situation. But surely laymen have a 
right to expect professional men to 
promote recognition of the full use- 
fulness of their art before the need 
becomes apparent to everyone. 


Each of you might well ask these 
questions: 


1. Do all our clients have an ade- 
quate knowledge of our firm? 


2. How does our length of service 
with our clients compare with that 
of other firms? 


3. How much time is devoted to 
community services by members 
of our firm? 

4. Does our firm take the initiative in 
tax planning? 

5. Are we performing services which 
might be more economically ren- 
dered by others? 

6. Have we done enough to alert 
clients to the full usefulness of our 
services in guiding management 
decisions? 


Public Service 


There is a growing social and 
political awareness on the part of 
business which has led to increasing 
participation in public service of all 
kinds. What holds true for the busi- 
nessman should hold doubly true for 
the chartered accountant, for account- 
ing is the profession of business, and 
among the identifying marks of any 
profession are acceptance of social re- 
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sponsibility and unselfish devotion to 
the public interest. Chartered ac- 
countants should carry their participa- 
tion to the point of becoming candi- 
dates for public office. Municipal and 
provincial governments are struggling 
with what sometimes appear to be in- 
soluble monetary problems. Who 
better than the C.A., with his special 
financial training, can help to see that 
the money is well spent? 

Although the C.A. can best begin 
his public service in financial areas, 
he should not limit himself to this, 
but should extend his service to 
broader administrative posts. One 
only has to consider the number of 
important public positions held by 
lawyers and doctors to realize that 
chartered accountants are not taking 
advantage of the opportunity to show 
that their profession has also come of 
age. 


Institute Activities 

Are you making full use of the 
public relations tools supplied by the 
Provincial and Canadian Institutes? 
Is The Canadian Chartered Account- 
ant, among the reading matter in 
your reception area? This journal 
takes in a wide range of business 
matters and should be of interest to 
all clients. Here is another oppor- 
tunity to show businessmen that the 
profession’s interests and responsibili- 
ties go far beyond auditing and ac- 
counting. 

You could also display other 
C.I.C.A. general business publications 
such as “The Function of Manage- 
ment” and “Financial Reporting in 
Canada”. Most clients would appre- 
ciate receiving any issue of the mag- 
azine which contained an article of 
special interest to their line of busi- 
ness. 

Much more public-speaking should 
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be done by members, not just in the 
field of politics but to service clubs, 
parent-teacher associations, trade con- 
ventions, universities and high schools. 
Passing on career information to high 
school students should not be regard- 
ed solely as recruiting but as public 
relations activity as well. It is bene- 
ficial to your profession that all stu- 
dents obtain a better understanding 
of chartered accountancy. 


The new C.1LC.A. film “The C.A. 
in Canada” has been well received. 
However, members should more 
actively promote its use in the high 
schools. Unfortunately it is not pos- 
sible to produce a film suitable both 
as a public relations tool at business- 
men’s gatherings and as a vocational 
guidance aid in high schools. Never- 
theless, there are opportunities where 
the film can be put to greater use. 
These include parent-teacher organi- 
zations and branches of the Y.M.C.A., 
Rotary and Kiwanis, which include 
career counselling in their activities. 
You could distribute copies of the 
Institute career booklet to interested 
parties. The list of little things you 
can do to support the more formal 
efforts of your Institute is endless. 


Publicity 

Here are a few “don'ts” for those of 
you responsible for publicizing C.A. 
Club or Institute activities. They 
apply to newspapers, radio and tele- 
vision. 
1. Don’t try to disguise advertising 
as news. Nothing will get you in 
trouble with the editor faster than 
giving him a story that belongs in 
the advertising columns. 
Don't colour the facts. Superla- 
tives, exaggerated claims, self- 
promotion, opinion or personal 
comment do not belong in a news 
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story, unless the opinion or com- 
ment is news in itself. 

3. Don’t beg or plead with the editor 
to get your story printed. If it is 
news, it will be carried. 

4. Don’t argue with the editor or go 

over his head to his boss because 

you have met him socially. 

Don’t send material to the wrong 

man. Address material to editor 

by name. Better yet, hand it to 
him if it is important enough. 


ot 


6. Don’t rush in with a routine story 
five minutes before the deadline. 
Routine material should be on the 
editor’s desk 24 hours before pub- 
lication or story release date. Ob- 
tain copies of speakers’ addresses 
in advance and distribute them to 
the various media. 

The best way to gauge what should 
be given to editors is to ask your- 
self whether the story is of interest to 
people outside the profession. 

When your group is doing some- 
thing for the community as a whole, 
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then publicize it. Suitable activities 
include the offering of tax assistance 


through public forums, supplying 
staff for charitable campaigns and 
blood donor drives among the mem- 
bership. 

In summary, your profession needs 
to reveal itself positively, with assur- 
ance, naturally and consistently. It 
needs to become known for what it 
is, the one discipline in the business 
community in an age when our so- 
ciety is primarily a business one. The 
national strength depends upon such 
factors as the credit structure and the 
orderly flow of investments. An ex- 
panding economy promises to make 
the tasks of management more com- 
plex and therefore more dependent 
on skilled professional aides. Your 
profession will be measured in the 
eyes of the public by the sincerity 
and effort with which its members ac- 
cept their responsibilities. 

Copies of Mr. Kennedy’s complete 
address are available on request from 
the C.I.C.A. 


FORUM PANEL 


G. F. Abbott, Montreal; D. B. Davis, Kitchener; A. F. Gosling, Vancouver; N. C. Hagan, 
Moose Jaw; D. A. Ross, Calgary; L. J. Shaughnessy, Toronto; W. L. C. Wallace, 


Vancouver. 








Tax Review 


Brit C-68 

Royal Assent was given to Bill 
C-68 An Act to amend the Income 
Tax Act, on August 1, 1960. Those 
provisions of the Act taking effect 
upon the enactment of the bill are 
accordingly applicable as of that date. 

Prior to its enactment, the bill 
was further revised, at the instigation 
of the Senate, by deleting paragraph 
2 of clause 24. Accordingly, the com- 
ments contained in the August issue 
concerning “Expenses incurred by a 
predecessor corporation” should be 
ignored. Also deleted from the bill 
was a provision concerning the dis- 
posal of depreciable property by a 
trust or estate to the heirs or bene- 
ficiaries. As this was not commented 
upon, no further reference is neces- 
sary. 

Transfers of Depreciable Property 

Four new subsections have been 
added to section 20 which is already 
fairly complex, but fortunately, the 
new subsections apply only in very 
limited circumstances, that is, where 
there are transfers of property from 
one class to another or to a trustee 
in bankruptcy. 

New subsection (5b) provides that 
where there has been a transfer of 
property from one class to another, 
an amount must be added to the 
capital cost of the old class and the 
same amount added to the deprecia- 
tion allowed for the new class. The 
amount to be added is the greater of: 
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(i) the capital cost allowance taken 
in previous years on the property 
to be transferred (whether claim- 
ed erroneously or not), or 


(ii) the amount by which the capital 
cost of the transferred property 
exceeds the undepreciated capital 
cost of the entire class before the 
transfer of the property in ques- 
tion. 

It should be noted that the rules 
prescribed must be followed after 
there has been a transfer of deprec- 
iable property, and they thus assume 
that upon transfer the original capital 
cost of the asset is transferred from 
one class to the other. The subsection 
may be criticized for not stating speci- 
fically that it is the original capital 
cost which must first be transferred 
even though any other interpretation 
would result in absurd, adjustments. 
Moreover, it is not readily apparent 
why the amount to be added to the 
old or former class, as outlined above, 
should be added to the capital cost 
of that class rather than the unde- 
preciated capital cost. Whether that 
is an important distinction or not re- 
mains to be seen. This subsection be- 
comes applicable upon the coming 
into force of the amending bill. 


Subsection (5b), outlined above, 
will apply to those situations where 
new classes are prescribed, where 
assets used in one type of business 
are transferred for use in another type 
of business, or where the taxpayer 
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elects to include all his property in 
one class. Subsection (5c) makes pro- 
vision for the case where property 
is erroneously included in a particular 
class (either intentionally or not). If 
the Minister directs, the property in 
question must be transferred to the 
correct class and the rules outlined 
above applied. This presumably per- 
mits the Minister to correct a wrong 
classification after the time limit for 
re-assessing has expired. Formerly, 
the Minister had to make the adjust- 
ment in the year of acquisition and, 
if he did not discover the error be- 
fore the time limit had elapsed, was 
unable to correct the situation. 


New subsections (10) and (11) 
make provision for the transfer of 
depreciable property in the case of 
the bankruptcy of a corporation at 
any time after 1959. Subsection (10) 
provides that property shall be 
deemed to have been disposed of at 
its undepreciated capital cost where 
it has become vested in a trustee in 
bankruptcy as a result of the making 
of a receiving order or the filing of 
an assignment for the benefit of 
creditors. 

It is interesting to note that this 
subsection refers only to property of 
a corporation, so that individual bank- 
rupts are not affected. The scope of 
this amendment is so restricted as 
to suggest that it is stop-gap legisla- 
tion. It is also interesting to observe 
that subsections (10) and (11) con- 
firm the Department's contention that 
a trustee in bankruptcy is a new 
taxpayer. This particular point has 
not been decided by the courts, and 
there are ample grounds for arguing 
that such a trustee is not a new tax- 
payer. 

Subsection (11) merely provides 
for a recapture of capital cost al- 
lowances if the trustee, after satisfy- 
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ing the creditors, returns funds to 
the bankrupt corporation. The amount 
subject to recapture is the lesser of 
the amount received by the corpora- 
tion or the amount received by the 
trustee on disposal of the depreciable 
property that would have been sub- 
ject to recapture if received by the 
corporation directly. No provision is 
made for those cases where there is 
a terminal loss or where depreciable 
property is transferred back to the 
bankrupt corporation. 

Because of the lack of agreement 
as to whether a trustee in bankruptcy 
is a new or different taxpayer or not 
and the lack of provisions to provide 
equity if he is, it is sincerely hoped 
that the whole subject will be re- 
viewed and proper provisions enacted 
before too long. Certainly the present 
unsatisfactory state of affairs should 
not be allowed to persist, especially 
when one considers that the Depart- 
ment of National Revenue has taxed 
trustees of a corporate bankrupt at 
corporate rates, yet considers them 
to be a new or different taxpayer un- 
able to deduct losses of previous 
years. If the trustee is a different tax- 
payer, it is submitted that he must be 
taxed at individual rates as no trustee 
in bankruptcy is permitted to incorp- 
orate. 


Dividend Credit 

The appropriate sections of the Act 
(sections 63(11) and 67(10)) are 
amended, effective in 1960 and subse- 
quent taxation years, to clearly in- 
dicate that a beneficiary of a trust or 
estate, or the shareholder of a per- 
sonal corporation, will not be entitled 
to the 20% dividend credit in respect 
of amounts added to the income of 
the trust, estate or personal corpora- 
tion under section 8 of the Act except 
for deemed dividends in the form 
of interest on income bonds or deben- 
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tures provided for in subsection (3) 
of section 8. 


Death Benefits 

A beneficiary of a deceased person 
who receives a superannuation, pen- 
sion, death benefit or benefit under a 
registered retirement savings plan is 
often subject to double taxation be- 
cause the amounts are treated as in- 
come subject to tax and in certain 
circumstances are also subject to 
estate tax. Where this situation oc- 
curs, the beneficiary may claim as a 
deduction from income each year an 
amount equal to that percentage of 
the benefit received that the federal 
and provincial death duties payable 
on the property in payment or on 
account of which the benefit is re- 
ceived is of the value of that property. 
This provision, section 11(1)(v), ap- 
plies to 1960 and subsequent taxation 
years in respect of any benefit re- 
ceived upon or after a death occuring 
after 1958. It eliminates a very bother- 
some example of double taxation. 


The recipient of a single payment 
out of a pension fund or the recipient 
of a death benefit paid in the year of 
death or the year following may elect 
under section 36 of the Act to exclude 
the payment or payments from his 
income and pay tax thereon at the 
average rate of tax of the deceased 
for the three years preceding death. 
This section is amended, effective in 
1960, to provide that the amount of 
the payment in respect of which 
such an election may be made must 
be reduced by the amount deductible 
under new section 11(1)(v), referred 
to above. 


The definition of a death benefit 
contained in section 139(1)(j) is 
revised by changing the reference to 
“employee’s remuneration” to “em- 
ployee’s salary, wages and other re- 


muneration”. The importance of this 
change or the reasons for it are not 
known. The definition of “salary or 
wages” contained in section 139(1) 
(ab) is accordingly amended to ex- 
clude it from application in the case 
of death benefits. Where the employee 
dies without leaving a widow, the 
exemption is to be prorated among 
the recipients whereas heretofore the 
Minister could decide who would 
have the exemption. Provision is made 
also for a proration of the exemption 
where death benefits are received 
from more than one office or employ- 
ment. Unfortunately, the provisions 
concerning the proration are so 
lengthy and intricate as to defy trans- 
lation into plain English. These new 
provisions are applicable to amounts 
received in respect of the death of an 
employee after the coming into force 
of the amending bill. 

The definition of earned income 
contained in section 32 of the Act is 
amended to provide for the deduction 
therefrom of amounts deductible un- 
der new section 11(1)(v). Also to be 
deducted are withdrawals from a pen- 
sion plan that are contributed to an- 
other pension plan or to a registered 
retirement savings plan. 


Medical Expenses 

For 1960 and subsequent years the 
maximum deductions for medical ex- 
pense are increased from $1,500 to 
$2,500 for a single taxpayer, from 
$2,000 to $3,000 for a married tax- 
payer and from $500 to $750 for each 
dependant up to a total of $3,000 for 
such dependants. 


Assessments 

Section 46 is to be amended and 
as from the date of enactment, the 
Minister will not ordinarily be able 
to make re-assessments after four 
years from the date of the original 
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assessment or from the date of noti- 
fication that no tax is payable. Such 
notification is commonly referred to 
as a “nil assessment”. The date of 
mailing of an assessment, nil or other- 
wise, is the date of commencement 
of the 4-year period. Only if the tax- 
payer waives the limitation period, 
as now provided, may the time limit 
be extended, except in the case of 
misrepresentation or fraud. 


Where the Minister receives a 
notice of objection from a taxpayer, 
he may make re-assessment notwith- 
standing the fact that the four-year 
period has expired. This provision is 
the result of several recent cases which 
held that the Minister could not re- 
assess because the time limit had ex- 
pired. It is applicable in respect of 
any re-assessment whether made be- 
fore or after the coming into force 
of this section (subsection 4 of sec- 
tion 58), except where an appeal from 
any such re-assessment was instituted 
before the coming into force of this 
section. 


Gross Negligence 


A new subsection is added to sec- 
tion 56 to provide that “every per- 
son who, knowingly, or under circum- 
stances amounting to gross negligence 
in the carrying out of any duty or 
obligation imposed by this Act... .” 
makes any statement or omissions in 
a return or other certificate is liable 
for a penalty of 25% of the additional 
tax that would have been payable 
if the information had not been with- 
held or the incorrect statements had 
not been made. This may be a dif- 
ficult provision to administer, and 
presumably it will be applied with 
discretion. For example, capital gains 
are not required to be reported by 
a taxpayer, and there have been fre- 
quent cases where taxpayers honestly 
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believed that they had realized gains 
of a capital nature which were as- 
sessed as income and the assessments 
upheld by the courts. However, it 
may well be that the existence of this 
provision will lead to more informa- 
tion being supplied with annual tax 
returns. 

This provision applies only to state- 
ments or omissions made subsequent 
to the enactment of the amending bill. 
It is also observed that a person who 
is liable for the penalty described 
is not liable to pay a penalty under 
section 56(1) of from 25% to 50% of 
the tax which he has evaded or at- 
tempted to evade. However, section 
132 also imposes penalties for im- 
proper actions which, if levied, make 
the penalties imposed by section 56 
non-applicable. Section 132 has been 
amended to provide that the penalties 
imposed by subsection (1) of section 
56 will continue to be non-applicable 
but that the penalties under subsection 
(2) will not be affected. Thus, a tax- 
payer can now be penalized under 
sections 132 and 56(2) at the same 
time and for the same offence, if 
convicted. 


Withholding of Tax: Non-residents 


Section 109 is amended to provide 
beyond any shadow of a doubt, that 
where dividends, interest, rents and 
royalties are paid or credited to an 
agent or other person for or on behalf 
of a non-resident, the agent must de- 
duct or withhold therefrom the tax 
exigible on such payments. If this 
is not done, the agent or other person 
must pay the tax on behalf of the 
non-resident and is entitled to recover 
the tax so paid from the non-resident. 

. The penalty on a person who has 
failed to deduct or withhold the tax 
is reduced from 100% to 10% of the 
amount that should have been deduc- 
ted or withheld. 
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Technical Changes 

The increased provincial tax credit 
of 13% for individuals resident or 
carrying on business in Quebec is 
extended to the 1960 and 1961 taxa- 
tion years. 

For 1960, children in respect of 
whom amounts are paid as family 
assistance to immigrants and settlers 
will continue to be classed as children 
qualified for family allowances. 

In accordance with the changes to 
section 41 relating to foreign tax 
credits, those sections relating to the 
foreign tax credit allowed to bene- 
ficiaries of estates or trusts or share- 
holders of personal corporations have 
been similarly amended so that the 
same credits will be available. 

Section 37(1) is amended so that 
the wording concerning loss carry- 
forwards conforms to the new word- 
ing of section 27(1)(e) introduced 
in 1958. 

Section 43A is amended to change 
the reference to section 14 to sub- 
section (2) of section 14. 

The Tax Appeal Board membership 
is increased from 4 to 5 members, in 
addition to the chairman. 

Section 139(1)(az), defining in- 
come from a source, is repealed as a 
result of the addition of new section 
139(la) defining income from a 
source. The definition of tax payable 
is extended to include the tax pay- 
able under Part ITC of the Act. 


Comment 

The Canadian Income Tax Act as 
originally conceived has been praised 
as a well-drafted statute, the provi- 
sions of which were clearly worded 
and easy to understand. Over the 
years, the annual revisions have 
tended to embellish the Act with in- 
tricate provisions that sometimes test 
the patience of the taxpayer. It may 





be that this is inevitable and that 
the time may come when much of 
the Act will be incomprehensible to 
all but the experts. This development 
is generally conceded to be most un- 
desirable, and any steps that can be 
taken to avoid this situation ought 
to be considered by all concerned. 


It is usually unfair and inappro- 
priate to criticize the honest and well- 
intentioned efforts of the government 
to make the Income Tax Act, or any 
Act for that matter, more equitable. 
However, compared with bills of pre- 
vious years, Bill C-68 does not mea- 
sure up to the established standard 
for clarity and completeness, and a 
word of protest is therefore being 
reluctantly made. 


The new definition of a “death 
benefit” is certainly intended to be 
equitable and to provide for almost 
all situations that might arise. How- 
ever, it is so complicated that its 
meaning can only be disinterred with 
great difficulty, if at all. Where the 
employee has one employer only and 
leaves a widow to whom the death 
benefit is paid, the amount of the 
benefit not subject to tax is easily 
found in one paragraph. However, 
where there is no widow or “where 
no amount is deductible in computing 
for any year the death benefits re- 
ceived by his widow”, the situation 
becomes confused. Attempts to un- 
earth the proper meaning have 
brought to mind the plight of Chris- 
tian in “The Pilgrim’s Progress”, to 
wit, “And as he read he wept and 
trembled, and not being able longer 
to contain himself, he broke out with 
a lamentable cry... .” 


Another matter which invites criti- 
cism is the amendment involving 
transfers of depreciable property from 
bankrupt corporations. It deals only 
with one of the many problems that 
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may be created by bankruptcy, and 
it is questionable if a weakness of the 
Income Tax Act in this area should 
be corrected piecemeal. The Act con- 
tains no specific references to trustees 
in bankruptcy and provides no general 
rules as to how they are to be treated 
for tax purposes. Surely this situation 
should be rectified as soon as pos- 
sible. In the meantime it should be 
definitely determined if a trustee in 
bankruptcy acts on his own behalf 
or on behalf of the bankrupt for tax 
purposes. It is submitted that if this 
problem is thoroughly and equitably 
reviewed, no other conclusion can be 
reached than that the trustee should 
be treated as acting on behalf of the 
bankrupt. 

It is appreciated that the lot of 
legal draftsmen is not always an easy 
one, but on the other hand, the hap- 
piness of a single draftsman is of 
less public concern than that of nu- 
merous taxpayers. At the same time, 
it should not be overlooked that the 
draftsman merely translates into legal 
language the ideas of others and they 
too share the responsibility for in- 
complete and inadequate legislation. 


a 2 e 


BILL C-73 


Bill C-73, An Act to amend the 
Excise Tax Act, received Royal As- 
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sent on July 7, 1960. Changes not pre- 
viously reported are as follows: 


Coverings 

The exemption from sales tax for 
coverings was changed twice from 
the original proposal and now reads 
as follows: 

Usual coverings or usual containers to 
be used exclusively for covering or con- 
taining goods not subject to the consump- 
tion or sales tax but not including coverings 
or containers designed for dispensing goods 
for sale or designed for repeated use other 
than 
(a) barrels, boxes, baskets, crates and bags 

for packaging fruits and vegetables 
(b) boxes and crates for eggs, 
(c) butter and cheese boxes, 
(d) cans and insulated bags for ice cream, 
(e) corrugated paper boxes for bread, 
(f£) flour bags, 
(g) milk and cream bottles, milk and cream 
cans; and 
materials to be used exclusively in the 
manufacture of the foregoing coverings and 
containers not subject to consumption or 
sales tax. 


Building Materials 


The new exemption for copper tub- 
ing reads 
Drainage, waste and vent copper tubing 
from two inches to six inches in dia- 
meter, with a wall thickness from .040 
to .083 of an inch, for non-pressure ap- 
plications, and fittings therefor. 


“ACCOUNTING TERMINOLOGY” 


From time to time the Accounting and Auditing Research Committee of 
the Canadian Institute of Chartered Accountants has received suggestions as 
to additional words that might be included in “Accounting Terminology”. 
The committee would be grateful for the comments and suggestions of our 
readers regarding words they would like to see defined in this publication. 
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FINANCE 
“Stock Market Warninc: DANGER 
AueapD” by Benjamin Graham. Cali- 
fornia Management Review, Spring 
1960, pages 34-41 

Mr. Benjamin Graham, a veteran 
of 40 years on Wall Street and a dis- 
tinguished authority on _ security 
values, views the current level of 
stock prices with “grave misgivings”. 

Investors should prepare them- 
selves, he advises, for a 40% shrink- 
age in stock prices, especially if they 
envisage such a drop as taking place 
from a level far above the current 
average. The decline may be even 
greater, in Mr. Graham’s view, since 
the record shows that declines have 
tended to be roughly proportional 
to the previous advance. On this basis, 
a market decline of about 46% may be 
anticipated. Being still more _pessi- 
mistic, and applying the principle that 
“the higher the market advances above 
a computed normal, the further it is 
likely to decline below such normal”, 
Mr. Graham demonstrates that the 
corrective downswing could result in 
losses of 84% of market prices. 


Financial and economic data which 
place the present stock market quan- 
titatively in relation to past bull mar- 
kets provide a factual basis for Mr. 
Graham’s pessimism. The ratio of 
price to earnings and to dividends are 
now just about where they were at 
the top of the market in 1946, 1937, 
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1929, and are about 2% times the 
ratios of ten years ago. Earnings be- 
tween 1949 and 1959 increased 50% 
or less. During the same period, the 
interest rate on highest grade bonds 
advanced from 2.65% to 4.55%. Thus, 
if the proper rate of capitalization of 
current earnings were to vary with 
long-term interest rates, common 
stocks would be worth less now than 
in 1949. They are actually selling at 
prices 4 times the 1949 levels. 


Evaluating economic factors claim- 
ed to be new and favourable to the 
business climate and to stock prices, 
Mr. Graham discounts the impact 
of growth prospects of the American 
economy and inflation. The previous 
period of greatest enthusiasm about 
American economic prospects, he 
points out, coincided with the tumul- 
tuous bull market of the late 1920's. 
Common stocks were considered in- 
trinsically sounder than bonds. The 
apparent danger of stock yields below 
bond yields was explained away on 
the ground that the growth factor 
would more than repay the stock 
buyer for his present sacrifice of in- 
come return. Inflation, according to 
Mr. Graham, has been chiefly a sub- 
jective market factor. It has exerted 
an important bullish influence only 
when wholesale prices and the stock 
market happened to be rising at the 
same time. Investors, he says, seem 
to forget about inflation when stocks 
turn definitely downward. 


Of other economic factors, govern- 
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ment stabilization policy and the cold 
war, with its huge defence expen- 
ditures, tend, in Mr. Graham’s 
opinion, to stabilize common stock 
earnings and dividends. This should 
lead to higher normal or central values 
for common stocks generally. But, 
warns the author, the fluctuations 
around these levels may be wider 
than in the past. Since no one has 
any clear idea of just how the new 
central values are to be determined, 
the resulting process of trial and er- 
ror may lead to speculative excesses 
on the upside and undue pessimism 
on the downside. 

On the whole, Mr. Graham believes 
that the present level of stock prices 
is an extremely dangerous one. 


“MutuaL Funps As AN INVESTMENT” 
by Stuart B. Mead. Business Topics, 
Spring 1960, pages 43-57. 

This article surveys comprehensive- 
ly various facets of mutual fund opera- 
tions and performance for the benefit 
of the general reader who is con- 
sidering investing in such a fund. The 
author distinguishes the various types 
of mutual funds, contrasts the per- 
formance of selected funds in each 
classification between 1950 and 1959, 
and presents data on the return to an 
investor who purchased the shares 
of mutual funds in the decade of the 
fifties. His figures demonstrate, among 
other things, that an investor cannot 
expect growth and income from the 
same source. Common stock funds, 
which showed an average growth of 
118.7%, produced a return of less than 
3%. On the other hand, income funds, 
which had a very low average growth 
of 44%, had an investment income 
return of almost 5%. Certain funds 
were far ahead of the average, in- 
dicating that care should be taken 
in selecting a fund in which to in- 
vest. 
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Before buying shares in a mutual 
fund, the investor should, Mr. Mead 
suggests, study the growth in net 
assets, the portfolio of the fund, and 
the quality of the management. As 
to the last point, he advises against 
funds that fill their portfolios with 
large blocks of high-grade securities. 
This practice, he writes, hardly af- 
fords buyers the service due them. 
The heavy loading charge and man- 
agement fee should, he continues, re- 
ward the purchaser with something 
more than he could have obtained by 
consulting any reputable broker. 

A decision to invest in a mutual 
fund should be made against the per- 
formance one can achieve alone, sug- 
gests the author. If, as an investor, you 
are able to better the stock market 
averages or the fund averages, the 
purchase of mutual fund shares should 
hardly be considered. But if you are 
a novice, if you are unable to obtain 
any degree of diversification, or if 
your investments lag behind the aver- 
ages, mutual funds may assist you. 
No one fund will give the purchaser 
large capital gains, high income, and 
price stability. An investor must first 
decide what he desires most. He 
should then buy shares in the type of 
fund that meets his primary goal. 
Through the purchase of shares in 
more than one fund he can attain 
diversification and satisfy his second- 
ary investment goals. Fund diversi- 
fication will also protect the investor 
against a temporary lag in a given 
fund, while enabling him to meet 
various investment objectives. 


“Securiry ANALYsts” by Lawrence R. 
Kahn. The New York Certified Public 
Accountant, June 1960, pages 406-415. 

This article surveys the field of 
security analysis and the factors which 
enter into a successful investment pro- 
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gram. The author identifies the tools 
of analysis, reviews the available 
analytical and advisory services, and 
presents the principal investment ob- 
jectives which govern the composition 
of an investment portfolio. He also 
discusses the important principles af- 
fecting the selection of specific stocks 
and bonds within the framework of 
varying objectives: investment for in- 
come or growth, speculation, or 
gambling. 

There is little in this article that is 
original, but one or two points are 
worth mentioning. On the selection of 
bonds, the author points out that the 
ratings by the three rating services 
are far more important to trustees and 
institutions than to the average in- 
vestor. For the latter, he suggests that 
bonds rated “BBB” or “Bl+” and 
higher are satisfactory. With the qual- 
ity set, the remaining influence on 
selection is yield. This varies with the 
state of the money market, availa- 
bility of bonds, and rated quality. As 
institutions are usually restricted to 
bonds of “A” rating or better, the 
individual purchaser pays premium 
prices for top quality bonds. Bonds 
of a “BBB” rating are usually more 
attractive than institutionally rated 
issues, and offer about the same de- 
gree of safety. 

As to the price/earnings ratio of 
common stocks, Mr. Kahn suggests 
that the traditional yardstick of 10:1 
is no longer too meaningful. He would 
compute instead the average multiple 
an issue has commanded for three 
years at its high and its low. If the 
issue is at, or above, its high multiple, 
he would regard the issue as over- 
priced unless real changes have im- 
proved the company’s picture. Con- 
versely, if the ratio is low, the issue 
would be attractive unless something 
is wrong with its prospects. 
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Mr. Kahn also warns against three 
“popular” myths. First is the mys- 
terious “they” who are doing this or 
that to some issue. Concentrated ef- 
forts, he says, rarely have a bearing 
on the price of a stock. Secondly, he 
continues, the amount of sponsorship 
any issue gets, except during an un- 
derwriting period, is pretty limited 
and is not a good reason for purchase. 
Finally, says Mr. Kahn, “inside in- 
formation”, except in relation to such 
short-term effects as a prospective di- 
vidend increase, stock split or merger, 
is frequently useless. Some people 
closest to a company are chronically 
too bearish on their company, while 
others are too bullish. 


MANAGEMENT ACCOUNTING 

“Papers ON CaprraL OutTLAy EvALua- 
TION AND OTHER ASPECTS OF RETURN 
ON INVESTMENT’. N.A.A. Bulletin, 
Sect. 1, June 1960. 


The interest of accountants con- 
tinues to centre very strongly around 
the return on investment approach to 
financial planning and control. As a 
reflection of this interest, section 1 of 
this issue of the N.A.A. Bulletin is en- 
tirely devoted to the use of the rate 
of return approach to evaluate or 
rank capital outlay proposals. 

There are in total 11 articles, with 
the discounted-cash-flow method of 
application emphasized by a number 
of authors. However, one article re- 
ports upon a survey of the use of 
return on investment information, 
showing the calculation methods used 
and the applications that are favour- 
ed. Other articles deal with special 
matters related to the determination 
and employment of the return. Of 
interest also is an article which evalu- 
ates the alternative asset bases (gross 
assets, net assets, original cost, and 
replacement value) used for return 
on investment calculations. 
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MARKETING 

“CaprrAL Goops MARKETING IN THE 
Next Decape” — Reported. The Con- 
troller, June 1960, page 298. 


Markets in the sixties for the cap- 
ital goods industry will be intensively 
competitive and will require new 
methods and techniques to serve 
them, it is reported. Problems and 
opportunities are foreseen in six 
areas: foreign marketing, market re- 
search and new product development, 
selling engineering knowledge, the 
replacement market for capital goods, 
financing, and marketing costs. 


Goods that were merely shipped 
abroad must now be sold abroad as 
competition in foreign markets in- 
creases. Research and development 
is causing product lines to be crossed 
within and between industries, result- 
ing in intra-industry competition. Fi- 
nancial devices and techniques should 
be reviewed in the light of marketing 
considerations. Captive finance com- 
panies, for example, have frequently 
been overlooked as a marketing tool. 


As production becomes more auto- 
matic, production costs become a 
smaller component of total costs. Con- 
trol of marketing costs and maximi- 
zation of the value added by market- 
ing expenditures thus become increas- 
ingly important. What is needed, con- 
cludes this report, is to put the same 
spotlight on marketing costs that for 
so many years has been focused on 
production costs. 


BOOK REVIEWS 

“An Accountant’s Working Papers” by 
Frederick A. J. Couldery; published 
by Gee & Co. (Pub.) Ltd., London; 
106 pages; 18/6d. 

This small volume, two-thirds text 
and one-third appendices, is written 
by a practising English chartered ac- 
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countant on the form and content of 
working papers to meet the require- 
ments of U.K. practice. 

The author concerns himself prim- 
arily with working papers necessary 
for the preparation of final accounts 
and sufficient for the answering of all 
questions raised by the tax authori- 
ties. His discussion is therefore key- 
ed to the demands of U.K. legislation. 
It is only in occasional supplemen- 
tary references that he refers to work- 
ing papers for the purpose of audit, 
and such references are of course re- 
lated to U.K. standards. 

The book is therefore of limited 
value to Canadian chartered account- 
ants and students, although it could 
serve the occasional purpose of clari- 
fying those sometimes obscure refer- 
ences in correspondence from U.K. 
clients and associates. 


A. F. SELLERs, C.A. 
Toronto, Ontario. 


“Studies in Company Finance” — A 
symposium edited by Brian Tew and 
R. F. Henderson; published by Mac- 
millan Co, of Can. Ltd., Toronto; 302 
pages; $6.00. 

In writing this book, the authors 
have undertaken an enquiry into the 
value, for the purpose of economic 
analysis, of company accounts pub- 
lished in Great Britain after the pass- 
ing of the Companies Act, 1948. This 
Act, among other things, brought 
about a greater degree of standardi- 
zation in the form and classification of 
published accounts than had pre- 
viously existed and provided an op- 
portunity, perhaps for the first time, 
of making a comparative study of 
trends and practices in company fi- 
nancing as revealed by the informa- 
tion available in published form. 

This book is written from the point 
of view of the economic researcher 
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rather than the shareholder, and pre- 
sents a symposium of studies by a 
number of contributors under the edi- 
torship of Brian Tew and R. F. Hen- 
derson. 

The survey includes an analysis of 
the financial position of a selected 
group of British companies engaged 
in trade and manufacturing whose 
shares were quoted publicly on the 
stock exchanges. It is based on the 
5-year period 1949-1953, and includes 
2,549 companies producing about half 
the total output of British manufac- 
turing industries. The material is di- 
vided into two parts: the first, a series 
of general studies comprising the 
first 9 chapters; the second, a series 
of individual studies of particular in- 
dustries such as brewing, cotton, 
building materials and pottery, elec- 
trical engineering and_ electrical 
goods, and others. 


By making use of a particular 
source of data, namely the published 
accounts of public companies, the 
authors have examined the rate of 
company growth during the period of 
the survey, prevailing practices with 
respect to dividend policy, and the 
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degree to which public companies 
rely on profits, bank credit, trade 
credit and new stock issues to finance 
current operations and future expan- 
sion. 

The book will be of interest to 
those who are concerned with broad 
trends in the field of corporate fi- 


nance. 
D. G. Scorr, C.A. 


Montreal, Quebec. 


Publishers’ Addresses 

Business Topics, Graduate School of Busi- 
ness Administration, Michigan State Uni- 
versity, East Lansing, Mich. 

California Management Review, Graduate 
School of Business Administration, Uni- 
versity of California, Los Angeles 24, Cal. 

The Controller, 2 Park Ave., New York 16, 
N.Y. 

N.A.A. Bulletin, National Association of 
Accountants, 505 Park Ave., New York 
22. N.Y. 

The New York Certified Public Account- 
ant, 355 Lexington Ave., New York 17, 
N.Y. 

Gee & Co. (Pub.) Ltd., 27-28 Basinghall 
St., London E.C. 2, England. 

Macmillan Co. of Canada Ltd., 70 Bond St., 
Toronto 2, Ont. 
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Your PROVINCIAL INSTITUTE 


This article is offered particularly 
to those students who commenced 
their studentship this year, but at the 
same time it should prove informa- 
tive to others who have not taken 
the opportunity to enquire into the 
why’s and wherefore’s of their pro- 
vincial Institute. It is written in the 
conviction that all present and future 
members have obligations to their In- 
stitute, one of which is to have a 
knowledge of the purposes and func- 
tions of the body which grants them 
the right to use “C.A.” 


First, let us at this point set straight 
a possible misunderstanding in the 
minds of some respecting the letters 
“C.A.” and variations thereof. “Char- 
tered Accountant” is not a degree, as 
it is frequently termed in discussion 
and writing. The right to confer a 
degree belongs exclusively to such 
educational institutions as colleges and 
universities, and once conferred a de- 
gree may not be revoked. Instead, 
“C.A.” is a qualification, appellation, 
or designation, indicative only of 
qualified membership in good stand- 
ing of an Institute of Chartered Ac- 
countants, and granted on completion 
of prescribed requirements as to en- 
trance, courses, examinations, and em- 
ployment by a member in public prac- 
tice (in most cases). The letters, 
which properly follow one’s name 
after decorations and degrees, may 
be used only in the province of the 
Institute in which membership in good 


standing is enjoyed. The Council of 
the Institute may suspend or expel 
a member in accordance with its by- 
laws, and such action revokes the 
right to use the designation either 
temporarily or permanently. A mem- 
ber who resigns his membership loses 
his right to designate himself as a 
C.A. On moving to another province, 
members must be admitted to its In- 
stitute before “C.A.” may be used in 
that province. 


Generally, there are two types of 
membership, denoted by the terms 
“associate” and “fellow”. The former 
is the type granted new members on 
admission, who use the letters “C.A.” 
or “A.C.A.”, although in Canada the 
former is almost invariably used (in 
contrast to the custom in the U.K.). 
An associate may be elected a fellow 
by his Institute in recognition, usually, 
of distinguished service to the profes- 
sion, and he then uses the letters 
“F.C.A.” This, again, differs from the 
practice in the U.K., where an as- 
sociate becomes a fellow after a cer- 
tain number of years in stipulated 
circumstances. There exists in some of 
the provincial Institutes a third type 
of membership — honorary — which 
may be granted to non-members for 
special reasons, but an honorary mem- 
ber is not entitled to the privileges of 
membership, including the use of any 
appellation denoting such member- 
ship. 

Students, too, may be officially 
given different terms such as “articled 
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clerk” or “registered student”. In some 
provinces they may not be recognized 
at all by the Institute until the com- 
pletion of certain requirements. Stu- 
dents may or may not be a party to 
a written agreement (“articles”). In 
spite of the existence of such a con- 
tract, a student may effect his transfer 
from one firm to another with the 
consent of his principal and the In- 
stitute, or, in fact, the Institute may 
itself reassign a student when it is 
in his best interests. 

In all the provinces of Canada there 
is an Institute of Chartered Account- 
ants, all of whose members (now 
totalling more than 9,000) are ipso 
facto members of the Canadian In- 
stitute of Chartered Accountants (of 
which more later). These Institutes 
were created by Acts of the respective 
provincial parliaments, the earliest, 
the Quebec Institute, having been in- 
corporated in 1880 as “The Associa- 
tion of Accountants in Montreal”. 

These provincial Acts confer on the 
Institutes the rights and powers with 
which their affairs and members are 
regulated. In keeping with the B.N.A. 
Act, which granted exclusive rights 
in the field of education to the pro- 
vincial parliaments, the provincial 
Chartered Accountants’ Acts give to 
the Institutes the right to determine 
entrance requirements, courses of in- 
struction, examinations, and other pre- 
requisites to admission as a member. 
It is for this reason that requirements 
vary between provinces both for stu- 
dents and for members seeking ad- 
mission by affiliation from another 
Institute. 

The Acts also set the framework 
for the organization and direction of 
the Institutes’ affairs, of which the 
following is generally descriptive. 

The governing body is termed the 
“Council”, which is elected annually 





by the general membership, sometimes 
on a geographical basis. The Council 
elects one of its members as presi- 
dent for the year of its tenure of 
office, and it is his responsibility, 
inter alia, to lead the Council in its 
handling of Institute matters, to repre- 
sent it at various functions, and to 
see to the proper administration of the 
Act, the by-laws, and the Institute 
office. Also elected by Council are 
one or more vice-presidents, and 
usually a treasurer and a secretary; 
there may be appointed also an execu- 
tive secretary, a full-time officer who 
directs the staff and carries out many 
duties on behalf of the Council. None 
of the elected members is compen- 
sated for his services, and there are 
indeed few presidents who do not 
incur considerable personal expense 
in discharging their official obliga- 
tions. 

Much like a provincial government 
premier, the president appoints mem- 
bers, not necessarily members of the 
Council, as chairmen of the many 
committees required. Standing com- 
mittees include those dealing with 
education and examinations, member- 
ship, social functions, public relations, 
finance, research, taxation, ethics, con- 
ferences, legislation, etc. Special com- 
mittees may be struck for particular 
purposes, such as to enquire into In- 
stitute accommodation, revision of by- 
laws, and so on. 

The Institute’s representatives to the 
C.LC.A., the national coordinating 
body which has its offices in Toronto, 
are usually appointed by Council. 
From among these provincial repre- 
sentatives, whose numbers are deter- 
mined by quota and who comprise 
the Council of the C.I.C.A., the na- 
tional president and other officers are 
elected each year. The presidency is 
on a rotation basis among the pro- 
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vinces, with a result that the C.L.C.A. 
conferences are held annually in the 
province of the retiring president and 
hence move from one area to another 
every year. 

In the main, the C.I.C.A. functions, 
if capable of a one-word description, 
are of a coordinating nature. For a 
detailed review of them, the reader 
is referred to page 51 of the July 
1958 issue of The Canadian Chartered 
Accountant. Suffice it to say here 
that the organization of the national 
body generally parallels that of a 
provincial Institute, and has as one 
of its aims the maintenance of stand- 
ards between provinces. 


There are two groups of particular 
interest to the student which exem- 
plify the coordinating function of the 
Canadian Institute. 


The first is the Provincial Institutes’ 
Committee on Education and Ex- 
aminations, comprising representatives 
of the provinces, whose chairman is 
appointed by the C.I.C.A. president. 


The other is the Board of Ex- 
aminers-in-Chief, of similar composi- 
tion to the foregoing committee. 

Between them, these two groups 
determine (subject to local variations 
and legislation) the basic courses of 
instruction or basic syllabus, and the 
national uniform examinations at the 
intermediate and final levels. The 
Board, as you will undoubtedly learn, 
sets and directs the examinations each 
year; for a detailed description of its 
functions, and in particular of the 
extreme care exercised in the marking 
of papers, you are referred to “Char- 
tered Accountant Examinations in 
Canada”, a booklet published by the 
C.L.C.A. 


There is yet another organization 
in which all students should take an 
active interest as part of their train- 
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ing and preparation for participation 
in Institute affairs following admis- 
sion. This body may be termed the 
“Students’ Society”, and details con- 
cerning it are obtainable at the pro- 
vincial Institute's office. 

While the Institute will do its ut- 
most to keep students informed on 
matters of interest and importance 
to them, each one should appreciate 
that the prime responsibility is his for 
observing requirements, making ap- 
plications for course enrolment or ex- 
aminations, and so on. It should never 
be expected that the Institute will, 
to use the old saying, spoon-feed each 
student. Instead, it is rightly expected 
that each will assume his responsi- 
bility as part of his training for taking 
later responsibilities vis-a-vis his em- 
ployer or clients. 

Perhaps this brief discression has 
brought you some hitherto unknown 
information — sufficient, possibly, to 
demonstrate there is much one ought 
to learn about his society before he 
can truly honour his membership in 
it. 

—ED. 


TREATMENT OF JULY ACCOUNTING 
PROBLEM 


The problem: Companies in a certain 
line of business are paid a lump-sum grant 
by the federal government upon completing 
the construction of a particular type of 
fixed asset. The object of the grant is to 
encourage investment in certain types of 
capital equipment. How should such a grant 
be treated in the accounts of a company 
receiving it — as a reduction of the cost 
of the asset in respect of which it is re- 
ceived, or as a form of surplus? 

Suggested treatment: The grant 
should be treated as a form of con- 
tributed surplus, contributed by the 
government. It is true that the cost 
of the asset to the shareholders is re- 
duced by the grant, but the amounts 
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at which a company’s assets are valued 
are significant for people other than 
shareholders (bondholders, for in- 
stance), and for these other people a 
gift to the shareholders is not rele- 
vant. Accounts must be kept by valu- 
ing ‘the assets first and then deter- 
mining the equities in those assets, 
with the shareholders getting the resi- 
dual after all other claims have been 
met, not by attempting to assess the 
equities first and then valuing the 
assets accordingly. The cost of an 
asset is the value of the things that 
must be given in exchange for it, 
regardless of who puts them up. 


The error in crediting the grant to 
the cost of the asset becomes obvious 
when one considers the result it would 
produce in the extreme case where 
all the assets were given to the share- 
holders. A balance sheet for the com- 
pany would then show no assets and 
no shareholders’ equity. 


The argument that the asset is 
worth less to the extent of the grant 
because anyone else could construct 
one and obtain the grant, and there- 
fore would not pay more than the cost 
of construction less the grant, is not a 
valid one. Their sale market value is 
not relevant to the valuation of fixed 
assets for accounting purposes. If it 
were, the valuations attached to the 
fixed assets of many companies would 


have to be reduced. 
—J.E.S. 


ON SELF-IMPROVEMENT 


At this time, as the 1960-61 courses 
are soon to commence, it is appro- 
priate to moralize on the full question 
of self-preparation for a successful 
career. 

It is to be remembered that the 
prescribed courses constitute special- 
ized professional training, and it is 


perhaps a misnomer to label them as 
“education” in the same sense as when 
speaking of an education obtained at 
an institution of learning. The pur- 
suit of these courses can lead to quali- 
fication as a C.A., but one must realize 
there are other important qualities 
which distinguish the leading students 
and, later, the more successful gra- 
duates. 

It is these other features that will 
be discussed here. 


Ranking at or near the top in im- 
portance is the command of the langu- 
age, both written and spoken. Much 
criticism has been levelled at schools 
and sometimes universities over the 
fact that among their graduates there 
is a high percentage of young men 
who exhibit poor grammar, composi- 
tion, and vocabulary. This inability 
is very often the cause for non-ac- 
ceptance of applications for positions 
in the profession, and for those ac- 
cepted the fault is a serious drawback 
to their progress and success. Ex- 
aminers, too, complain of the poor ex- 
pression of many candidates. Some- 
times it is so bad that an answer 
cannot be understood sufficiently to 
merit very many marks, if any. Em- 
ployers are frequently disappointed 
with their students’ efforts at letter 
and report writing, and it is indeed 
sad when the drafts contain incom- 
plete sentences, sloppy punctuation, 
misspellings, and disjointed composi- 
tion. 

This lack of facility seriously im- 
pedes progress and limits a student’s 
usefulness. The Institutes, we venture 
to say, are keenly aware of the pro- 
blem, but there is little they can do; 
English cannot be taught, or even ap- 
preciably improved, in any short 
course which an already heavy cur- 
riculum might permit. Of necessity, 
therefore, it is entirely up to the in- 
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dividual to adopt such measures as 
will overcome this weakness if it is 
his. 

What avenues can lead to improve- 
ment? Reading, with attention to 
grammar and composition, is an ob- 
vious, but excellent one, provided the 
material is of suitable standard. Good 
books, professional journals, popular 
digests, and so on are all proper 
choices. Such reading has an addi- 
tional benefit of enhancing one’s 
knowledge of current affairs, so neces- 
sary to a well-rounded, interesting 
person. The daily study of a dozen 
or so words from a dictionary greatly 
improves force and colour of expres- 
sion; commuters might well exchange 
their pocket novels for pocket dic- 
tionaries. Conscious attention should 
be paid to faults in conversation and 
to the avoidance of slang. Pride and 
interest in written and spoken ex- 
pression can change challenge to suc- 
cess, but the will must come from 


the individual. 


Public-speaking classes are also an 
excellent vehicle to improvement, 
for by their very nature they main- 
tain an awareness of how things are 
being said rather than of the story. 
A dividend is the self-confidence such 
courses induce. 


More direct measures include pri- 
vate tutoring, attendance at evening 
classes in English, and private study 
of a grammar text. There are many 
opportunities to enhance one’s career 
through language, but the pity of it 
is that too few people will admit the 
need. 


Personal appearance is another con- 
tributor to success that is often given 
short shrift. Unruly or uncut hair, 
poor shaves, ill-kept hands, cavities 
in the teeth, bad breath, dandruff, 
etc. are examples of poor grooming 
which carry much importance, and 
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it is inexcusable to be chronically 
guilty of inattention to them. Equally, 
there is no forgiveness due the person 
who seems never to wear a well- 
pressed suit, polished shoes, fresh 
shirt, or a neat tie. One need not 
always wear brand-new clothing, even 
if one could afford it, but at least one’s 
clothes should be clean and well-kept. 
It really should not be necessary to 
say that business suits should be the 
standard of dress; sports shirts or 
jackets, sporty shoes, and loud ties 
are to be avoided, and the limit in 
this area should be blazer and flan- 
nels. 


Development of a pleasant, attrac- 
tive personality is often neglected, 
with great detriment to the individual. 
Brashness, pugnacity, shyness, ver- 
bosity, sarcasm, hauteur, casualness, 
to mention a few traits, all have their 
good uses, like spices in cookery, but 
the continuous, indiscriminate display 
of such undesirable characteristics can 
seriously impede an otherwise good 
career. It is not implied that one 
should seek a _ neutral personality, 
rather, that the better of the existing 
traits should be cultivated, and the 
poorer sublimated. Some of the most 
eminent men in all fields have reached 
the top by force of personality rather 
than technical brilliance, and in this 
lies the moral of this paragraph. 


Outside the realm of personal at- 
tributes, other pursuits, such as 
personal and business contacts, spe- 
cialization, community activities, busi- 
nessmen’s clubs, are vital to a satis- 
fying career. These are important to 
the furtherance of progress in the later 
part of the pre-qualification and in the 
post-qualification periods. It is only 
logical that the non-entity should not 
have an odds-on chance of being ad- 
mitted to partnershiy for example, 
simply because he lacks a required 
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value for which even a very high 
standard of technical competence 
might not compensate. Nonetheless, 
the cultivation of such connections 
should not be entirely left to later 
years, for in later years one’s former 
contemporaries will be one’s contacts 
in business. 

There may be some who entertain 
the idea that on obtaining a profes- 
sional standing such as C.A., such 
alone will be their “open sesame”, and 
further learning and self-improvement 
are unnecessary. Let them hearken to 
the words of the convocation speaker 
who told a graduating classs of doc- 
tors that they were receiving their 
licences to charge while they learned! 


Therefore, let the new student be 
put on notice by these thoughts; let 
the experienced student take stock 
of his position in the areas discussed; 
and let the young graduate appreciate 


the very distinct possibility of some 
fault mentioned here being the un- 
known reason for the sticking-point 
in his progress. 


—ED. 


PROBLEME PRATIQUE 
La compagnie X paie des commis- 
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sions annuelles 4 ses vendeurs sur la 
base suivante: 2% sur le profit avant 
la dépréciation mais aprés le calcul 
de limpét. Le profit avant les com- 
missions mais aprés la dépréciation 
pour l'année financiére se terminant 
le 31 décembre 1959 s’éléve a $32,- 
487.50. La dépréciation inscrite aux 
livres et réclamée pour fin d‘impét 
est de $26,520.30. On vous demande 
deffectuer le calcul des commissions 
pour 1959. 


NOTES AND COMMENTS 


To all those writing intermediate 
or final examinations next week, we 
offer our sincere best wishes for suc- 


cess. 
° 2 e 


Have you experienced an incident 
in the course of your work that might 
serve as an object lesson or be other- 
wise instructive to other students? 
This department will award $5.00 on 
publication of your write-up of such 
an incident, while reserving the sole 
right to judge its suitability for publi- 
cation here, and to edit any such 
material received. Narratives should 
not exceed 300 words; authors’ names 
will not be published unless otherwise 
specifically requested. 
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Magnetic memory stripes on forms 


BURROUGHS ELECTRONIC ACCOUNTING MACHINE 
PUTS ONE ADVANCED TECHNIQUE AFTER 
ANOTHER TO WORK FOR YOU 


Printed circuits 


Here's a look at the major advantages that make Burroughs F-4200 Electronic Accounting Machine the most 
advanced of its kind—one that will work for you as no other of its size and price can: PRINTED 
CIRCUITS that give you reliability in compact form, an example of the F-4200’s advanced electronic 
itechniques perfected during Burroughs research on ultra sophisticated defense projects (computers for 
‘Atlas, SAGE, etc.). AN ABILITY TO “READ’’—from data stored on thin magnetic stripes on the 
ack of ledger cards—vital instructions and information like old balance and account number. INTER- 
CHANGEABLE CONTROL PANELS that offer you unlimited programming capacity (and can 
€ readily interchanged by your own operators). COMPLETE OPERATOR COMMUNICA- 
TION SIGNALS-—specific identification of information needed to handle special situations. 


Burroughs—TM 


OPTIONAL: Burroughs 

Automatic Reader o 

ates with the F-42' 

simplify accounting stil 

further! It automatically 

runs trial balances, trans- 

fers balances to new 

forms, posts fixed items. 

For a look at the F-4200 

and Automatic Reader in 

action, call our branch. Or : 
write Burroughs Adding “NEW DIMENSIONS / in electronics and data processing systems” 
Machine of Canada, 

Limited. Factory at 

Windsor, Ontario. 





NEWS OF OUR 


Alberta 

Nash & Nash, Chartered Accountants, 
announce that W. K. Adams, C.A. has 
joined W. R. H. Nash, C.A. in their Calgary 
office. 


British Columbia 

J. J. Brown, C.A. announces the open- 
ing of an office for the practice of his 
profession at Rm. 308, Mercantile Bank 
Bldg., 540 Burrard St., Vancouver 1. 


R. A. Shand, C.A. has been installed 
as president of the Central Lions Club, Van- 
couver. 


Ross, Touche & Co., Chartered Account- 
ants; Touche, Ross, Bailey & Smart, Char- 
tered Accountants, announce the removal 
of their offices to Ste. 201, Times Bldg., 
630 Fort St., Victoria. 


Helliwell, Maclachlan & Co., Chartered 
Accountants, announce the removal of their 
Vernon office to 3000 - 30th St., Vernon. 


Gibbs & Jermain, Chartered Accountants, 
and Hofstrand, Ellis & Quelch, Chartered 
Accountants, announce that their practices 
will be carried on jointly with offices at 
630 Fort St., Victoria, and 1045 W. Pender 
St., Vancouver 1. 


Manitoba 

E. W. Pope, C.A. has been elected 
president of the University of Manitoba 
Alumni Association. 


L. C. Finnen & Co., Chartered Account- 
ants, Winnipeg, announce the admission 
to partnership of W. Roy Finnen, C.A. 


Deloitte, Plender, Haskins & Sells, Char- 
tered Accountants, and William Young & 
Co., Chartered Accountants, announce the 
amalgamation of their practices with offices 
located at 60 Osborne St. N., Winnipeg 1. 


Sweiden & Rice, Chartered Accountants, 
announce the removal of their offices to 
207 Lindsay Bldg., Notre Dame Ave., Win- 
nipeg. 


MEMBERS 


Ontario 

R. J. Rooks, C.A. has been appointed 
office manager of Purolator Products (Can- 
ada) Ltd. Toronto. 


W. E. Davies, C.A., M. E. Grant, C.A., 
G. F. Denning, C.A. and G. J. Benn, C.A. 
announce the formation of a partnership 
for the practice of their profession under 
the firm name of Davies, Grant, Denning 
& Benn, Chartered Accountants, with 
offices at 27 Talbot St. W., Aylmer, and 
Ste. 410, 200 Queen’s Ave., London. 


Walter Ross, C.A. has been appointed 
comptroller of the Ontario Water Resour- 
ces Commission, Toronto. 


D. C. Pace, C.A. has been appointed 
treasurer of Amalgamated Electric Cor- 
poration, Toronto. 


James M. Dunwoody & Co., Chartered 
Accountants, announce the removal of their 
offices to 8 Second St. W., Cornwall. 


J. R. Backus, C.A. has been appointed 
administrator of the Oshawa board of edu- 
cation. 


John Smurthwaite, C.A. announces the 
opening of an office for the practice of his 
profession at 726 Salisbury House, London 
Wall, London E.C. 2, England. 


M. A. Hassal, C.A. announces the re- 
moval of his office to 189 Park Row Ave. 
S., Hamilton. 


F. W. Hurst, C.A. has been appointed 
vice-president, treasurer and assistant sec- 
retary of The Consumers’ Gas Co., Toronto. 


Saskatchewan 

J. R. Fewster & Co., Chartered Account- 
ants, announce the admission to partner- 
ship of A. G. Ayers, C.A. Henceforth the 
practice of the profession will be conducted 
under the firm name of Fewster, Kirk- 
patrick, MacDonald & Ayers, Chartered 
Accountants, with offices at 321, 21st St. E., 
Saskatoon. 
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clients have made the sale and the shipment, AMERICAN 

wi CREDIT INSURANCE helps them finish the job... completes 

a their profit cycle... protects their capital investment in 

accounts receivable. 

} The one thing that permits deeper market penetration 

“4 is security ... the security of commercial credit insurance. 

oe AMERICAN CREDIT INSURANCE facilitates sales progress... 

“3 helps companies add more new customers, sell more to 
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a Credit insurance 

Available through insurance agents... 
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d of New York, Dept. 44, Montreal, 
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INSTITUTE 


NOTES 





NEWFOUNDLAND INSTITUTE 


The annual meeting of the Newfoundland 
Institute took place on June 20. F. D. 
Woolgar was re-elected president, and Stan 
{Inkpen vice-president. Miss Janet Dawe 
will again serve as_ secretary-treasurer. 
Members of Council are J. W. Conway, 
Robert Leith, P. J. Gardiner, E. M. Hunter, 
J. B. Marshall and John Hyslop. 

The meeting was addressed by Renny 
Englebert, editor of The Canadian Chart- 
ered Accountant. 


SASKATCHEWAN INSTITUTE 

The 52nd annual meeting of the Insti- 
tute of Chartered Accountants of Saskat- 
chewan was held in Swift Current on 
Thursday and Friday, June 23 and 24. Ap- 
proximately 60 members of the Institute 
attended. 

The following officers were elected for 
the 1960-61 year: R. M. Dill (Saskatoon) 
president; C. A. Fraser (Saskatoon) vice- 
president; M. V. Jeffery (Swift Current) 
past president; T. H. Moffet (Regina) sec- 
retary. 

Members of Council completing two- 
year terms are: J. C. Archibald, C. Fraser 
and C. F. Westerman. Council members 
elected this year are: W. E. Clarke, N. C. 
Hagan, R. G. McCartney and J. Parker. 

The following were elected Fellows of the 
Institute: Ian Forbes, Regina; A. M. Goldie, 
Regina; Reginald Hodsman, Regina; E. A. 
Rawlinson, Prince Albert; Miss Georgia 


$30.000 


Goodspeed, Saskatoon. Miss Goodspeed is 
the first lady member of the Institute to 
receive this honour. 


ALBERTA INSTITUTE 

The 50th annual meeting, marking the 
golden anniversary of the Institute of Chart- 
ered Accountants of Alberta, was held in 
Edmonton, June 23-24, 1960. 

The speaker at the technical sessions held 
at the Northern Alberta Jubilee Auditorium 
was Mr. J. Fleury, personnel consultant, 
John W. Fleury and Associates, Limited, 
Vancouver, B.C., whose topic was “How’s 
Your Student Guessing Quotient?” A ses- 
sion on “The Post-Graduate Training of 
the Chartered Accountant” was conducted 
by G. E. Pearson with the assistance of W. 
J. Astle, E. A. Geddes, and G. H. Jarman 
who are members of the Alberta Commit- 
tee on Continuing Education. Another 
technical session, under the heading of 
“Educational Requirements of the Profes- 
sion”, was under the leadership of E. A. 
Christenson, chairman of the Education 
Committee, with the assistance of W. F. 
Anderson, D. L. Brandell, E. A. Geddes 
and J. G. Simonton who acted as group 
leaders. During the afternoon an “Income 
Tax Panel” was led by G. C. Berge to- 
gether with J. K. Ferguson, S. H. Pirot, D. 
D. Bentley and J. P. McClary. 

Officers and Council members elected at 
the annual meeting were: president H. G. 
Thomson; vice-presidents, D. A. McGregor 
and E. A. Christenson; treasurer, D. B. 


LIFE INSURANCE 


(20-year reducing 
convertible term 
insurance) 


ANNUAL PREMIUMS 


REUBEN SCHAFER 


269 Falstaff Ave., Toronto, CH 4-3123 





Insurance Service 
Representing Occidental Life 
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List of om i a A. Publications Sa 


BOOKS and 


MINING ACCOUNTING IN 
CANADA 


A clear and concise explanation of the 
accounting treatment of problems peculiar to 
the mining industry... 3.00 


FINANCIAL REPORTING 

IN CANADA (3rd ed. 1959) 

An analysis of reporting practices of 300 
Canadian companies — 


PRIDINOMPS WOOO) scscscevsbecsccncssccerscatens $5.00 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 


Chapters on auditing electronically produced 
records, evaluating E.D.P. possibilities an 
PING RNP NOE sncsccs sss ccicansdnsccissosiecsescceie $1.7 


ECONOMICS 


Survey of Economics prepared by members 
of Queen's University, based on Economics 
notes used by Institute Course of Instruction 
Kemprmtbrs BOLE) cescsisscsscscssscscscccesnsce 5.50 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 
lets on the mysteries 
of the investment busi- 


ness — Toronto Globe 
& Mail ............ $1 





GRAIN ACCOUNTING IN 
CANADA 


A useful reference for those interested in 
PEIN BOCCOMNG  ccssinicsscsiesczersssieszescses $1.25 


MUNICIPAL FINANCE IN 
CANADA 


Municipal finance officers and auditors will 
= helpful data in this 40-page book- 
padeent cic situs Sadat escapees necoaevatem Soe $1.25 


= 


BROCHURES 
FUNCTION OF MANAGEMENT 


Contains 11 articles explaining what manage- 
ment is and the techniques used by top 
management to discharge its responsibili- 
BOWE 5 ciceesceoeas tas seseeannasevezctadaceoro iio encanaate $2.00 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper. $1.25 


ae 


VALUATION OF PRIVATE 
BUSINESS AND PROFESSIONAL 
PRACTICE 


Answers to questions on minority interest, 
valuation of goodwill, price earnings ratios 
in measuring financial performance, etc $2.00 


ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 
tries’ operations and special oosonnal 
FOBEULOS ...csrccecserasisscesencoccrcccsncsessccccssonee 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
DUFREEG cccsccicssastiessece (members $2.00) $2.50 


SHOULD SMALL BUSINESS 
INCORPORATE? 


An outline of the advantages and disadvan- 
tages of incorporation, showing effect of 
SFU GEMMMIREUNS  dc2scccsisccascessccccssecaccsastess 25¢ 


Please send remittance with orders — orders for less 
than $5.00 must be accompanied by remittance. 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 





Toronto 5, Ontario 
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Barr; secretary, W. F. Anderson; Council 
members, A. W. Bell, E. A. Geddes, J. G. 
Hutchison, F. L. Symes, J. D. Campbell, D. 
R. Hagerman and D. J. Morrison. 

At the annual luncheon the election of 
three new fellows of the Institute was an- 
nounced. They are R. P. Alger and J. G. 
Simonton, both of Calgary, and G. E. Gee 
of Edmonton. 


QUEBEC INSTITUTE 


Students Society: The following were elect- 
ed to the executive of the Students’ Society: 
president, J. R. Girard, C.A.; vice-president, 
Henry Garbacz, C.A.; vice-president, Barry 
Clamen, C.A.; secretary-treasurer, Jacques 
Clermon; committee: Arthur Beaudoin, W. 
Corner, C.A., Gaétan D’Aoust, Pierre David, 
J. D. Fulford, Camille Gallant, G. E. Good- 
child, A. A. Kennedy, André Legault, C.A., 
J. E. Lyng, C.A., C. E. T. Moss, R. P. 
Simpson, Jacques Stuart; Council repre- 
sentatives: F. J. Bastien, R. G. Bremner. 


LIGHTER — STRONGER 


AUTOMATIC LOCK 
POST BINDER 


Less weight to carry, Aluminum alloy 
metals. Automatic end lock—no key to 
lose. In Green or Black binding for 
standard size ledger and columnar sheets. 


VULCAN is a featured value in our 
complete display of loose leaf supplies. 


At all G & T Stores or ask 
your G & T Salesman 


Phone Orders: HI 4-1111 (Toronto) 
LI 4-2851 (Hamilton) 


Mail Orders: 
33 Green Belt Dr., Don Mills, Tor. 


jst oem eke 


Celie tit eed 


OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 
TORONTO - HAMILTON 


WHAT'S SPECIAL ABOUT 
“NON-RECOURSE” FACTORING ? 


Factoring, as you probably know, 
is a means of financing whereby a 
firm can obtain immediate cash, 
using its accounts receivable as 
security. The finance company dis- 
counts the receivables, thus pro- 
viding working capital which may 
not be available from a bank 
In NON-RECOURSE FACTOR- 
ING, the factor buys the re- 
ables outright. This means that 
your client is guaranteed payment 
in full, whether the factor collects 
or not. There is no recourse against 
your client, even if the customer 
defaults — no obligation to repay! 
NON-RECOURSE FACTORING 
GIVES THESE EXTRA ADVAN- 
TAGES: 
—payment in full is guaranteed 
100% 
—full protection from bad debts 
and slow payments. 
Only a firm with the resources, the 
long experience, and the proven 
stability of Canadian Factors can 
afford to provide such a guarantee. 
As the oldest and largest factoring 
firm in Canada, we have been pro- 
viding the full benefits of NON- 
RECOURSE FACTORING for 
over a quarter if a century — 
and some of our original clients 
are still with us! 
And under the Canadian Factors 
plan, your client gets these import- 
ant plus benefits without extra 
cost: 
—complete credit and collection 
services 
—relief from receivables ac- 
counting detail 
—time freed for profit-producing 
activities 
It costs your client no more—often 
less—to have the full protection 
and advantages of JON-RE- 
COURSE FACTORING. Write 
today for complete information 
about the Canadian Factors plan 
—the plan that offers more than 
just financing. 


CANADIAN FACTORS 
CORPORATION LIMITED 
423 Mayor Street, Montreal 
Victor 9-8681 
Established in 1931 














CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Rates: Position Wanted $7.00 per column 
inch; Position Offered $10.00 per column 
inch; Open Rate $17 per column inch. 


Closing date is llth of preceding month. 





ACCOUNTANCY PRACTICE: Vancouver 
firm of chartered accountants wishes to 
purchase practice from practitioner con- 
templating retirement or transfer to other 
endeavours. Reply to Box 256. 





PRACTICE WANTED: Purchase or suc- 
cession arrangement. Preferably in Kenora, 
Ontario area or B.C, interior. Box 261. 





PRACTICE WANTED in Kitchener area. 
Purchase, succession arrangement or posi- 
tion leading to partnership. Box 267. 





CHARTERED ACCOUNTANTS required: 
British Columbia firm seeks qualified men 
for branch managers and field supervisors. 
Age range 25 to 35. Acceptable training, 
experience and compatibility can lead to 
partnership. Box 260. 





PROGRESSIVE FIRM of chartered ac- 
countants in Vancouver require services 
of an intermediate or senior student, good 
opportunity for advancement. Box 258. 





CHARTERED ACCOUNTANT: Initiative 
and ambition are sought in a young char- 
tered accountant interested in responsibility 
and prospects for advancement in public 
practice with a well-established firm of 
Vancouver chartered accountants. Reply in 
writing to Box 255, furnishing pertinent 
personal information, educational attain- 
ments, and material concerning training 
and experience. Our staff is aware of this 
advertisement. 
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PER DIEM work desired by Montreal 
chartered accountant. Box 237. 
CHARTERED ACCOUNTANT — 1956 


graduate, B.Comm., with broad experience, 
available on per diem basis in Toronto 
area. Box 262. 





CHARTERED ACCOUNTANT, B.Comm., 
age 32, with industrial experience, seeks 
position within the profession, commerce 
or industry, with good future prospects. 
Box 263. 





POSITION WANTED: chartered account- 
ant, age 35. Box 259. 





CHARTERED ACCOUNTANT, Toronto, 
with growing practice, desires expense 
sharing arrangement with one or more 
practitioners. Partnership later if suited. 
Box 264. 





CHARTERED ACCOUNTANT, 43, with 
11 years experience in all phases of ac- 
counting, management and office systems, 
desires position in progressive industrial 
company in southern Ontario. Box 265. 





CHARTERED ACCOUNTANT — Toronto, 
per diem work or other arrangement de- 
sired to supplement growing practice. Box 
266. 





CHARTERED ACCOUNTANT — current- 
ly comptroller, desires to put 17 years of 
public and industrial experience to use in 
practice with firm offering future partner- 
ship prospects. Box 268. 





ATTENTION: Available after three weeks 
notice. Top-notch bookkeeper, experienced 
in real estate, construction, mortgages, 
manufacturing, typing, shorthand. _Inter- 
ested in office manager position. Box 269. 





RECENT C.A. graduate, a senior student 


‘and an intermediate student required by 


Matthews, Partridge & Co., Chartered Ac- 
countants. Write in confidence directly to 
the firm at P.O. Box 64, Kingston, Ontario. 





BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 
PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - - - - Halifax, NS. 
ROSS & ROBINSON 
Barristers and Solicitors 
Canadian Bank of Commeree Chambers - Hamilton, Ont. 
GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 
88 Metcalfe Street - - - - - - -+ Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 
802 Bay Street - - - + - + = Toronto 1, Ont. 





STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street - - - - + - - + Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - + = = Toronto 1, Ont. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - - = Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2296 Albert Street - - - - - -+ = Regina, Sask. 


LIFE INSURANCE 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.ALI. 
Murray Bostey, B. Comm., F.R.I. RayMonp Bostey, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TORONTO EM. 8-2316 


R. S. CHAFFE A. D. MacKenzie, P.Ene., M.A.I. L. W. Ray, P.ENc. 
K. Jounnston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
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POLICY ON ORDERS FOR C.1.C.A. PUBLICATIONS 


In view of the growing heavy demand for Institute publications, all 
orders for less than $5.00 should be accompanied by remittance (cheque, cash 
or money order). This has been found necessary in order to reduce the amount 


of work and cost involved in the handling of small orders. 











Take a tip from me 


i Banking service of the highest order 

ben is yours at your nearby and convenient 
Imperial Bank branch. This service 
can be of definite help to you and 
your clients. 


There are more than 300 Imperial 
Bank branches from coast to coast in 
Canada with international banking 
connections throughout the world 
through correspondent banks. Your 
nearby Imperial Bank Manager will 
be pleased to offer you every assist- 
ance. 


IMPERIAL 


4 BANK 222 cw tute 


Memorandum for: 


CORPORATION TREASURERS. 


Do you know that — 


Temporarily idle dollars can be willing 
workers in the “Money Market’? Funds 
may be profitably employed for a week-end, 
or a year, or for any term you require, ina 
wide variety of short date investments. 


Our specialists will be happy to assist you. 
Just call any of our offices. 


Mills, Spence & Co. 
Limited 
TORONTO 
EM. 4-1341 


MONTREAL WINNIPEG 
NEW YORK LONDON, ENG. 
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Canadian Insurance Law Reports 
Canadian Labour Law Reports 
Dominion Report Service 
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